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PREFACE 


“ The Economic Background of Social Policy, including 
Problems of Industrialisation” forms the fourth item on the 
agenda fixed for the Preparatory Asiatic Regional Conference 
by the Governing Body of the International Labour Office. It 
is the purpose of the present Report to provide the Conference 
with a basis for the consideration of this complex and impor¬ 
tant subject. 

The first Part of the Report seeks to describe the main 
characteristics of the economies of Asiatic countries. In four 
chapters it surveys successively the levels of income and produc¬ 
tivity in these countries before the Second World War and 
the characteristic features of their agriculture, their traditional 
industries, and their modern industry. Chapter V reviews the 
economic effects of the war. 

The second Part of the Report attempts an analysis of the 
main problems involved in raising the present low levels of 
productivity and income. Chapter VI discusses the relation 
between poverty and the problem of population; Chapter VII, 
the various methods by which incomes might be raised; and 
Chapter VTII, some international aspects of economic deve¬ 
lopment. Chapter IX summarises briefly the conclusions sug* 
gested by the preceding survey and analysis. 

The crucial importance of economic development to social 
progress in Asia requires no emphasis. Incomplete as the pre¬ 
sent Report must be in its treatment of many aspects of this 
subject, the International Labour Office hopes that it will prove 
of assistance to the Conference in reaching clear conclusions 
on some at least of the issues involved in any effort to lay the 
economic foundations for higher living standards. It should 
be added that the Report was communicated in draft form to 
the Governments of Asiatic countries which will be represented 
at the New Delhi Conference. The observations made by the 
Governments have been taken into account as far as possible in 
preparing the Report for publication, and the valuable assis- 
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tance received from them in checking the facts and figures men¬ 
tioned in the Report is hereby gratefully acknowledged. Some 
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Part 1 


CHARACTERISTICS OF THE ECONOMIES 
OF ASIATIC COUNTRIES 




CHAPTER I 


INCOME AND PRODUCTIVITY 


Real Income 

The difference in the degree of economic development between 
Asiatic and western countries is clearly reflected in the great 
difference in average real income. It has been estimated that 
during the period 1925-1934 real income per head of the work¬ 
ing population in most parts of the region covered by the pre¬ 
sent Report—in China, India 1 , Siam, Ceylon, Indo-China, 
Indonesia 2 , and Malaya 3 —averaged less than 200 “interna*- 
tional units’’ a year, as compared with 1,000 units or more 
in the United States, the United Kingdom, Australia, Canada; 
and New Zealand, and 600-1,000 in western European coun¬ 
tries. 4 These estimates, though subject to a considerable margin 
of error, may be accepted as giving a rough quantitative im¬ 
pression of the wide disparity of living standards between the 
Asiatic countries of the Far Eastern region and the western 
world. 

The dominant economic characteristic of the Asiatic coun¬ 
tries in the Far Eastern region is their extreme poverty: the 
average real income of their population, about half the human 

1 Since the preparation of this Report, it has been decided to set up two 
Dominions in India in the area to which the Government of India Act, 
1935, applied. The appointed date for the bringing into force of the 
Indian Independence Act 1947, by which this decision was implemented^ 
i.s 15 August 1947. 

* The term Indonesia as used in this Report refers, unless otherwise 
specified, to the territory of the former Netherlands Indies. 

•The Malayan Union, for convenience referred to as Malaya in this 
Report, was created on 1 April 1946, and comprises the* former Straits 
Settlements, with the exception of the present colony of Singapore, and 
the former Federated and Unfederated Malay States. Where the infor¬ 
mation given relates to the period before 1 April 1946, the term Malaya 
refers to the territory of the Malayan Union and Singapore taken together. 

• 4 An (< international unit ’ 9 is defined as ‘ ‘ the amount of goods and 
services which one dollar would purchase in the United States over the 
average of the period 1925-1934 99 (Colin Clark : The Conditions of 
Economic Progress, London, Macmillan and Co., 1940, p. 54). 
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race, is barely sufficient to maintain a minimum level of sub¬ 
sistence. 

It is true that in the one country for which estimates are 
available the average level of income appears to be rising; but 
the rise is disappointingly slow. Real income per head in India 
has been estimated in terms of 1925-1929 purchasing power, at 
44.2 rupees in 1867-68, 55 2 rupees in 1895, and 78 rupees in 
1921-22 and also in 1925-1929. During the 61 years covered 
by these estimates, real income per head thus rose about 76 
per cent., equivalent to an average annual rate of increase of 
nearly 1 per cent. Such a rate of progress is clearly too slow; 
for, as already noted, the present average income in India, 
though considerably higher than it was three quarters of a 
^century ago, is still at or below the poverty line. If the rate 
of progress in the future is no better, it would probably take 
several generations to raise the economic well-being of the Indian 
population to a reasonable level. Though comparable statistics 
are Jacking, the position in many other Asiatic countries appears 
tc be similar. 

The key objective of economic policy in Asiatic countries 
must be, therefore, to speed up the rate of growth in average 
real income. Because of the substantial difference between the 
present level of income and the minimum requirements of sub¬ 
sistence, not to speak of an adequate standard of living, means 
must be found to ensure that real income will increase more 
rapidly even than is the case in the most industrialised countries. 

Income Distribution and the Structure op Production 

The difference in the level of real income between Asiatic and 
western countries can be traced to the differences in the struc¬ 
ture of national production and employment. One main differ¬ 
ence lies in the relative shares of consumption and capital for¬ 
mation in the total national income. Whereas in the western 
countries an appreciable portion of annual output (in the 
neighbourhood of one tenth) goes into the formation of capital 
assets designed to improve the productivity of the country, in 
Asiatic countries such capital assets form only a negligible por¬ 
tion of annual output, the bulk of which is absorbed by current 
consumption. This accounts for the marked difference in the 
levels of capital stock between the two groups of countries, which 
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itself goes far to explain the great difference in output and 
income per head. 

One obvious explanation of the low rate of capital aceumula* 
tion in Asiatic countries is that, as the income level in these 
countries is extremely low, people cannot afford to save. In 
fact, in order to survive, a large number have at times to resort 
to distress-borrowing to supplement their income, and thus 
live in a state of chronic indebtedness. This is, however, only 
a partial explanation, because for a country taken as a whole, 
saving depends not only upon the level of national income, 
but also upon its distribution among the population. The low 
average level of income in Asiatic countries does not mean that 
there is no social class with a high average income. Whilo 
little precise information on income distribution is available, 
general observation suggests that in some of these countries 
the degree of inequality of income is quite high: there are 
certain social classes which, in striking contract to the condi¬ 
tion of the masses, enjoy a very high income and standard of 
living. In India, for instance, it has been estimated that more 
than a third of the national income goes to about 5 per cent, 
of the population and another third to the next 35 per cent., 
while the remaining third is shared among 60 per cent. Thus 
it would seem that, despite the low average level of income, 
certain groups of the population have been in a position to 
save a sizable portion of their annual income, which could be 
available for investment in productive capital assets. In fact, 
however, much of the savings of* these high-income social classes 
has been spent on acquiring real estate and precious metals* 
An important part, moreover, has been lent to the distressed 
social classes, at exorbitant interest rates, for consumption pur¬ 
poses. Among the lower-income classes, such saving as does 
occur usually takes the form of the accumulation of idle cash 
balances and of ornaments and jewellery. The low level of 
productive capital stock in Asiatic countries is therefore not 
•entirely due to the shortage of savings; it is due in part to the 
habits and attitudes of the savers, to the lack of adequate 
machinery for channelling savings into productive investment, 
and to the lack of a sufficient number of risk-taking t entre¬ 
preneurs who are both willing and able to turn such savings 
into productive capital assets. 
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Another radical difference in the structure of national out¬ 
put and employment between Asiatic and western countries 
lies in the different division oi national employment and out¬ 
put between primary, secondary, and tertiary industries. The 
contrast between these two groups of countries in this regard 
stands out sharply in table I, showing the occupational distri¬ 
bution of population in the Asiatic countries under survey 
and in seven of the world’s highest-income countries. The 
figures for the Asiatic countries are only rough estimates, but it 
can be safely stated that in most of these countries over 70 per 
cent, of the population is engaged in primary production, as 
contrasted with 7 to 30 per cent, in the world’s highest-income 
countries. 


TABLE I. PERCENTAGE DISTRIBUTION OF THE GAINFULLY OCCUPIED 
POPULATION IN ASIATIC AND WESTERN COUNTRIES 





Primary 

industries jsecondaiy 
'industries 

1 

| Tertiary 

| industries 

Country 


Year 

Agricul¬ 

ture, 

fishing 

Mining 

Manufac¬ 

turing, 

handi¬ 

crafts 

Com¬ 

merce, 

trans¬ 

port 

Adminis¬ 

tration, 

domestic 

service 

Asiatic countries: 
Malaya .. 


1 " 

1930 

56 

* 

* 

* 

A 

Ceylon 1 .. 


1921 

65 

s 

12 

11 

12* 

Burma 


1931 

69 

1 

13 

14 

3 

Indo-China 


1930 

71 

* 

a 

A 

A 

India 4 


1931 

72 

s 

11 

7 

10 

Siam 


1930 

72 

e 

a 

A 

a 

' Indonesia 


1930 

73 

* 

a 

A 

• 

China .. 


1930 

70-75 

A 

A 

A 

+ 

Philippines 


1930 

76 

♦ 

A 

A 

* 

World’s highest income 
countries: 

United Kingdom .. 

1930 

7 

5 

32 

23 

33 

Australia 


1933 

20 

2 

30 

24 

24 

Netherlands 


1930 

21 

2 

36 

23 

13 

Switzerland 


1930 

21 

s 

45 

19 

15 

United States 


1930 

22 

2 

30 

27 

10 

New Zealand 


1936 

28 

s 

24 

26 

22 

Canada .. 


1931 

31 

2 

1 

25 

23 

19 


Source: For Burma, Census of 1931; for Ceylon, figures supplied by the Government of 
Ceylon :for the other countries, League of Nations : Industrialisation and For sign 
Trade , 1940, pp. 26-27. 

1 Figures include dependants. 1 Negligible. * Including “ miscellaneous ”, 6 pev 
cent. * Men only. * Figure not available. 
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; The animal national income produced in Asiatic countries, 
therefore, consists mainly of primary products, and secondary 
and tertiary production represents only a very small share. 
In China, according to one provisional estimate, about 77 per 
cent, of the average national income of 35,200 million dollars 1 
during the period 1929-1934, was derived from agriculture, 2 
per cent, from modern industry, 17 per cent, from other trades 
and industries, and 4 per cent, from Government service. Total 
rural income in India in 1931-32 has been estimated at 12,200 
million rupees (about 71 per cent, of the total national income) 
and urban income at 4,900 mi]lion rupees. According to an 
estimate of national income in Ceylon, 62 per cent, of the pre¬ 
war national income was derived from agriculture (including 
plantations and fishing), 25 per cent, from industry and com¬ 
merce, and 13 per cent, from the services. In the Philippines, 
agriculture, stock raising and fishery together accounted for 
77.2 per cent, of the national income in 1939, industry for 14.6 
per cent., and mining for 8.S per cent. For other Asiatic 
countries, similar estimates are unavailable. There can be no 
doubt, however, that the predominance of primary production 
is a basic feature of the economy of the whole Asiatic area under 
survey, and this fact, as will be presently shown, is causally 
related to the low real income per head of the population. 

Consumption Standards 

The predominance of agriculture in the total output and 
employment of Asiatic countries reflects the pattern of con¬ 
sumption on which their national income is spent. It is, of 
course, by no means true that a country can consume only what 
it produces. A country engaging mainly in primary produc¬ 
tion can always trade part of its primary produce with the rest 
of the world for whatever consumption goods it requires. 
Australia and New Zealand provide outstanding examples of 
this type of international trade. What actually determines 
the pattern of consumption is the level of output and income. 
The all-important fact about Asiatic economy is not that the 
bulk of the population is engaged in agriculture, but that the 

1 Wherever the term tl dollar 99 or the sign “ $ 99 is used, it refers, 
unless otherwise specified, to the national currency of the country in 
question. ' 
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output and the income per head of the agricultural population 
are exceedingly small. In China, for instance, the average 
annual income per head of agricultural population during the 
period 1929-1934 roughly amounted to only $73, as against 
$416 per head for the population engaged in modern industry. 
Similarly, rural income in India in 1931-32 has been estimated 
at only 48 rupees per head, compared with 162 rupees for urban 
income. Because of the small output per head of the agricul¬ 
tural population, the bulk of agricultural output in Asiatic 
countries has to be retained for home consumption, with only 
a limited surplus left to exchange for other types of consump¬ 
tion goods from the outside world. For some parts of Asia, 
where primary production consists mainly of raw materials for 
industry instead of foodstuffs, for example, Malaya, exports 
of raw materials, though large in quantity, must be used in 
part to pay for imports of food. Imports of other consump¬ 
tion goods are again limited by the low level of income. 

In all the Asiatic countries under survey the consumption 
expenditure of the masses follows a simple pattern: food absorbs 
the main share, and any income that remains is spent on other 
minimum necessities of life. A comparison of the percentage 
distribution of consumption expenditure of an average wage 
earner’s family before the war in China, India, Burma, and 
Ceylon with corresponding figures for the United States, 
Denmark, and New Zealand is given in table II. It will be 
observed that the food item represented from 49.3 to 55.8 per 
cent, of the consumption expenditure of an average wage 
earner’s family in the four Asiatic cities 1 , as compared with 
only 29.5 per cent, in New Zealand, 36.7 per cent, in New 
York City, and 37.5 per cent, in Copenhagen. The propor¬ 
tions of income spent on housing and clothing were correspond¬ 
ingly smaller. The proportion absorbed by miscellaneous items 
seemed to be fairly high, but this is partly accounted for by the 
fact that a substantial part of the miscellaneous expenditure 
consisted of gifts and assistance, which in fact furnish a form 
of mutual aid in most Asiatic communities. It is also impor¬ 
tant to mention that the average income of wage earners in 
Asiatic countries during the period covered by the tabh \va9 
not, as a rule, sufficient to meet the necessary expenditure, and 

1 It has been estimated that before the war an average rural family 
in north China spent aa much as 65 per cent, of its annual income on food* 
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TABLE II. PERCENTAGE DISTRIBUTION OP CONSUMPTION 
EXPENDITURE OP AN AVERAGE WAGE EARNER^ FAMILY JN 
ASIATIC AND WESTERN COUNTRIES 





| Housing 

1 


Covntry 

Date 

Food 

Rent 

1 

Furni¬ 

ture, 

upkeep 

and 

equip¬ 

ment 

Fuel 

and 

light 

Total 

Cloth- 

ing 

Miscel¬ 

laneous 

China 

(Shanghai^ 

1929-30 

55-8 

8-5 

1-4 

6-5 

16-4 

7-4 

20-4 

Burma 

(Rangoon) 

1928 

52 7 

13*9 

2-6 

6-2 

21*7 

i 

10-6 

150 

1 

Ceylcn 

(Colombo) 

1939 

52-4 

16-0 

— 

6-3 

22-3 

8*3 

1 

17-0 

India 

(Ahmcdabad) 

1933-35 

49-3 

1101 

0-4 

6-6 

18-0 

91 

*30 

Denmark 

(Copenhagen) 

1931 

1 

37-5 

1 

151 

6-1 

3-9 

251 

11 *3 

26*1 

United States 
(New York City) 

1934-36 

367 

211 

! 

2-6 

4-9 

28-6 

111 

23-6 

j 

New Zealand j 

1930 

29-5 

i 

21-9 

1-5 

6-2 

29*6 

12-6 

28-3 


Source: For Burma, J. J. Bbknison : Enquiry into the Standard Cost of Living of the 
Working Classes in Rangoon (1928); for Ceylon, fgures supplied by the Government of 
Ceylon ; for the other countries, “An International Sumy of Fanai’y Living Studies : 1”, 
in International Labour Review, Voh XXXIX, No. 5, Mty 1939, p. 691. 

including municipal taxes. 

that consequently many families were in debt. For instance, 
for an average wage earner's family in Shanghai, the deficit 
amounted to no less than 8.3 per cent, of the annual expendi¬ 
ture. The proportion was much the same in Colombo. 

Because of the meagreness of income earned by the working 
population in Asiatic countries, there is often little left over 
for essentia] services, particularly education and medical care. 1 
According to the above survey, only 0.3 per cent, of the ex¬ 
penditure of an average wage earner's family in China was 

1 In many Asiatic countries, e.g Ceylon, medical care services are, in 
the main, provided free of cost by the State. For an account of these 
services, see the report on item I of the agenda : Problems of Soda i 
Security , Chapter VI, 
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devoted to educational purposes, and the proportion was also 
negligible in the case of Indian workers. Furthermore, under 
the pressure of poverty, children are compelled at an early age 
to seek work for whatever amount of income they can contri¬ 
bute to the family. It is often considered a real economic loss 
for the children to go to school, which partly explains the high 
degree of illiteracy in these countries. In India, for instance, 
the percentage of literacy above the age of 5 is today 14.6, 
compared with 80 or over in the more advanced western coun¬ 
tries. 

Proper medical services are also beyond the means of an 
average family. For a large section of the population, the 
treatment of disease means incurring a heavy debt and, conse¬ 
quently, is liable to be postponed until too late to be of much 
avail. This financial inability to obtain proper medical treat¬ 
ment, coupled with the scarcity of medical personnel and equip¬ 
ment and the low standards of nutrition, housing and sanitation, 
results in a shockingly high death rate and a low expectation 
of life. In India, for instance, the expectation of life for males 
at age 1 in 1931 was 35 years, compared with 65 years in 
Australia at about the same time. The Indian rate of infant 
mortality stood at the high level of 162 per 1,000 live births 
in 1937, compared with a rate of 39 per 1,000 in New Zealand 
<31 per 1,000 for the European population). In other Asiatic 
countries, though accurate vital statistics are not always avail¬ 
able, the death rate is also known to be very high. 

Since the income received by the bulk of the population in 
Asiatic countries is spent on food, clothing, and housing, it is 
of interest to note in some detail the pattern of consumption 
of these three items. First, as to food consumption, the com¬ 
mon characteristic of the Asiatic countries in the Far Eastern 
region is that, in spite of the fact that three fourths of their 
population are engaged in agricultural pursuits, the total food 
supply in normal years is insufficient to provide a minimum 
balanced diet. The main deficiency lies in the supply of pro¬ 
tective foods. In most Asiatic countries, the supply of cereals 
is not greatly below the minimum dietary requirements. The 
wide discrepancies betweeu the quantities of various kinds of 
food that are available in India and the quantities required to 
supply a minimum standard for a balanced diet as recommend¬ 
ed by nutrition experts are indicated in table III. It will be 
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noted that the present consumption of meat, fish and eggs, milk, 
fats and.oils, and vegetables falls short of minimum dietary 
requirements. 


TABLE III. FOOD CONSUMPTION IN INDIA 


Food 

Quantity in ounoes 
per day per adult (or 
consumption unit) 

Total quantity in 
million tons 

Required 
for a 
balanced 
diet 

Available 

Required 

Available 

Cereals 

18-0 

17-5 

540 

52-5 

Pulses 

30 

2-5 

90 

7*5 

Sugar 

2-0 

1-8 

60 

5*3 

Vegetables 

6-0 

30 

18-0 

9*0 

Fruits 

20 

20 

60 

6*0 

Fats and oils 

1-5 

0-6 

4-5 

1*9 

Whole milk 

8-0 

1-5 

320 

6*3 

Buttermilk 1 

i — 

! 3-0 

_ 

12*5 

Meat, fish and eggs 1 

| 2-3 

0-5 

60-90 

1*5 


Source : Advisory Board of the Imperial Council of Agricultural Research : 
Memorandum on the Development of Agriculture and Animal Husbandry in India (Delhi, 
1944), p. 17. 

1 Per capita. 

Even in the case of cereals, the normal supply of which is not 
much less than the required amount, it is estimated that a 10 per 
cent, increase in production will be necessary to make provi¬ 
sion for lean years and for the increase in population. Accord¬ 
ing to another estimate, the deficiency of India’s food supply 
is about 17 per cent, in terms of calories, 38 per cent, in terms 
of proteins, and 64 per cent, in terms of fats, and even more in 
terms of vitamins. ; 

Similar nutritional deficiencies exist in China. Average food 
consumption is very low. The estimated average for the pre¬ 
war period 1931-1935 in 22 Chinese provinces was only 352.1 
kgs. per annum, in comparison with 477.7 kgk. in the United 
Kingdom and 529.4 kgs. in the United States. 1 Of the total 
Chinese food consumption, plant foods represented 96 per cent. 

1 It should be pointed out that these figures represent the bulk weight 
of food consumed, but do not indicate the difference in the comparative 
weights of dry matter contained in the food. This difference is smaller 
than the figures would suggest, since the. Chinese diet includes a larger 
proportion of grains, and the water content of grains is relatively low. 
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in terms of weight, and animal foods (excluding eggs) only 
4 per cent.; and of the total plant foods consumed, approxi¬ 
mately 80 per cent, were cereals. The consumption of eggs 
amounted to 43 per head per year. These figures, though 
subject to a considerable margin of^error, give clear enough 
evidence of the inadequacy of food consumption in China. 
While the findings of recent studies of Chinese nutrition tend 
to suggest that for the population as a whole there is sufficient 
caloric intake in normal times, there is an obvious insufficiency 
of protective foods, resulting in the incidence of numerous 
diseases traceable to malnutrition. 

In regard to the supply of cereals in China and India, several, 
other features need to be stressed. First, although in normal 
years the supply of cereals in these countries does not fall much 
below the minimum dietary requirements for the population as 
a whole, there is, nevertheless, a large section of the population 
whose cereal consumption is chronically less than the minimum 
requirements because of their extremely low income. Secondly, 
in spite of the fact that the productive effort of the bulk of the 
population is devoted primarily, if not exclusively, to the culti¬ 
vation of cereals, these countries, even in normal times, import 
cereals from neighbouring countries, such as Siam and Burma, 
to make up the local deficiencies in food supply, which are due 
mainly to the lack of transport facilities for proper food distri¬ 
bution within the country. Finally, owing to the irregularity 
of rainfall, the poor irrigation system, and the ineffective methods 
of eliminating plant diseases and insect pests, such as locusts, 
crop failures are more frequent and far more severe in these 
countries than in western countries. This extreme variability 
of cereal crops, together with the meagreness of food stocks and 
lack of transport, account for the recurrence of famine in these 
lands. The food situation in China and India in 1946 brings 
fresh testimony to the seriousness of this fundamental aspect 
of Asia’s food problem. 

With regard to clothing, variations in climatic conditions 
and social customs make it difficult to appraise the standards 
of consumption in different Asiatic countries. For the region 
as a whole, the level of clothing consumption is exceedingly 
low. This is indicated by the negligible proportion • of vool 
fibres in the textile consumption of these peoples. Average 
wool consumption is estimated (clean basis) at 0.1 lb. in China 



INCOME AND PRODUCTIVITY 


II 


and 0.2 lb. in India, compared with 4.55 lbs. in Belgium, 4.63 
lbs. in Australia, 4.65 lbs. in New Zealand, and 5.27 lbs. in the 
United Kingdom. In other Asiatic countries, for which na 
figures are available, the per capita consumption of wool is at 
least equally small.. The reason lies partly in the warm climate 
in many parts of Asia, but mainly in the fact that most con¬ 
sumers are too poor to buy woollen goods. 

For the bulk of the population in Asia the major clothing' 
material is cotton. Limited by low income, the average con¬ 
sumption of cotton goods in Asiatic countries is also small. It 
has been estimated that in 1929 the consumption per head of 
cotton piece-goods amounted to 10 linear yards in China, 16.1 
linear yards in India, 12.1 linear yards in Ceylon,'and 10. 
linear yards in Indonesia, as contrasted with 64 square yards 
in the United States, 37.7 linear yards in Canada, and 35 square 
yards in the United Kingdom. 1 It is likewise significant that, 
according to the same estimate, handloom production supplied 
ar. much as 7.1 yards of the cotton piece-goods consumed per 
head in China and 4.4 yards in India. The difference in the 
level of clothing consumption of Asiatic and western countries 
is of course greater thau is suggested by these comparative 
figures, since cotton goods form only a part of the wardrobe 
of the western population, but constitute practically the entire 
wardrobe for an average family in most parts of Asia. Fur¬ 
thermore, it must be remembered that, owing to the inequalities 
of income distribution, there are large sections of the popula¬ 
tion in Asiatic countries whos * clothing consumption falls far 
short of even the low figures cited above. 

Finally, as regards the condition of rural and urban hous¬ 
ing, comparable and accurate information is lacking for most 
of the Asiatic countries under survey. On the whole, the main 
characteristics are unmistakable; overcrowding and lack of sani¬ 
tary facilities, as displayed, for example, by the living quarters 
of the Chinese industrial workers. More detailed information 
is available on the condition of rural housing in China, owing* 
mainly to the exhaustive field investigations of Professor John 
Lossing Buck and his associates. A sample study of 402 farms 

1 A part of *he difference in the per capita consumption of cotton piece- 
goods is attributable to the greater industrial use of coarse cotton fabrica¬ 
te the advanced industrial countries (cf. International Labour Office » 
The World t Textile Industry : Economic and Social Problems, Studies 
cad Reports, Series B, No. 27 (Geneva, 1937), Vol. I. 
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during the period 1929-1933 showed that the average housing 
space per person was 63.5 square feet on small farms and just 
over 100 square feet on medium-sized and large farms. The 
number of houses in India, according to the 1941 census, was 
76 million: 10 million in towns and 66 million in villages. The 
oxistence of extreme overcrowding in industrial cities is illus¬ 
trated by,the fact that in Bombay Province the average floor 
•space per person in industrial areas in 1938 was 26 square feet 
in Bombay City, 43 square feet in Ahmedabad, and 24 square 
feet in Sholapur. While similar information is not available 
fpr rural districts, the condition of overcrowding is known to 
toe equally deplorable, if not worse. It has been stated that; 
although housing conditions in urban areas in Ceylon leave 
much to be desired, those in rural areas are satisfactory in com* 
parison with other Asiatic countries. Most houses in rural areas 
in these countries are, however, extremely simple in character: 
walls are usually tamped earth or earth brick, and floors are 
mostly earth. 


Causes of Low Productivity 

These low standards of living are the inevitable accompani¬ 
ment of the low output per head of the working population. 
The people of Asiatic countries are poor because the product 
♦of their labour is small. But why is the productivity of labour 
so low? 

Broadly speaking, the productivity of labour in any country 
is determined by the following factors: (a) the quantitative re¬ 
lationship between the supply of labour on the one hand and 
the supply, of land and capital on the other; (5) the methods 
of production; and (c) the skill and effectiveness of labour. 
The influence of each of these factors on the productivity of 
labour in Asiatic countries can be briefly summarised. 

It is important to recognise at the outset that the productivity 
of labour depends not only upon its quality, but also upon the 
supply of land and capital with which it has to work. As a 
general rule, with any given supply of labour, the smaller 
-the quantity of land and capital, the smaller will be the average 
output per unit of labour. This is the basic explanation of 
the low productivity of labour in Asiatic countries. As al¬ 
ready mentioned, the two main features which distinguish the 
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structure of national income and employment of these coun¬ 
tries from that of more advanced countries are, first, the great 
proportion of population which is dependent on the cultiva¬ 
tion of land and, second, the negligible proportion of national 
income set aside for capital formation. For most of these 
countries the significance of the first feature lies not so much 
in the large size of the agricultural population per se as in its- 
relation to the area of land under cultivation. Beyond a certain 
point, continuing increases in the number of people working on 
the same area of land with the same methods of production in¬ 
evitably reduce the average output per head. Each successive 
increase in the amount of labour yields a smaller increase jin 
total output. This is a manifestation of the well-known 4 4 law 
of diminishing returns”. In Asiatic countries of the Far 
Eastern region this law has operated in its most acute form. 
One of the basic causes of the low productivity of labour in 
Asiatic countries, therefore, is simply that the agricultural 
population is excessive in relation to the area of land under 
cultivation. If the excess population could be shifted from 
the land to other occupations, or if more land with similar 
fertility could be made available, the average productivity of 
labour would be raised even without any change in the method! 
of production. The various problems involved in the relation¬ 
ship of population to resources are discussed in greater detail 
in Chapter VI below. 

Another important factor responsible for the low level of 
productivity in Asiatic countries, as revealed in the second 
main feature of the structure of their national income, is the 
small amount of capital stock per head of working population. 
It is a simple truth that the output produced by each unit of 
labour varies directly with the amount of capital it employs: 
the greater the amount of capital, the higher will be the pro¬ 
ductivity of labour. This has been amply demonstrated by 
the effects of the high rates of capital accumulation in raising 
productivity in western countries. The difference between the 
Asiatic and the western countries in this respect is most strik¬ 
ing. In China, for instance, according to one recent estimate, 
modern industrial capital equipment in 1937 could be valued 
at roughly 3,800 million dollars (or only 2.47 U.S. dollars per 
head at the rate then current). This figure, it is true, does not 
include the accumulated capital stock of the traditional iudus- 
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tries. Even if the latter could be taken into account, the total 
industrial capital per head would still be very small in com¬ 
parison with what exists in the advanced industrial countries. 1 
In other Asiatic countries, though similar estimates are not 
available, the levels of eupitai stock are probably not much 
higher than in China. 

It is not possible here to discuss in detail the inadequacies 
.of the existing capital stock as a factor of production in these 
•countries. However, by way of illustration, a few general 
observations may be made on the lack of capital equipment in 
agriculture and industry. In regard to agricultural produc¬ 
tion, for some of the Asiatic countries, such as China, the type of 
capital equipment which is most urgently needed, and the lack of 
which has caused such tragic consequences, is the equipment and 
construction work required for water conservancy and flood 
•control. Closely related to this is the lack of effective modern 
systems of irrigation and drainage. The absence of capital 
improvements has led to severe crop failures and recurrent 
famine. Antiquated and rudimentary farming implements and 
inefficient draught animals prevent farmers from making the 
best use of such land as they have. With these deficiencies in 
both quantity and quality of capital equipment, there is small 
wonder that agricultural productivity in Asiatic countries is 
low in comparison with that in western countries. 

The shortage of real capital is equally serious in Asiatic 
industry. The most obvious indication is the limited number of 
modern factories established in Asiatic countries and the pre¬ 
ponderance of handicraft industry and small-scale workshops 
in the manufacture of a wide variety of goods. Since the chief 
•difference between modern factory methods and the handicraft 
method of production lies in the amount of capital equipment 
per worker, the very fact that handicraft is an important form 
of industrial production indicates how small an amount of 
capital equipment is at the disposal of the average industrial 
worker. This provides the main reason for the low productivity 
of labour in manufacturing industry in these countries, A 
striking illustration of the differences in output per worker as 
between industries with varying amounts of capital equipment 
is found in cotton weaving in India, as shown in table IV. 

4 See below, Chapter IV, under “Extent and Structure of Modem 
Industry *\ 
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TABLE IV. COTTON WEAVING IN INDIA 


Degree of capital intensity 

Capital 

investment 

per 

I worker 
(rupees) 

Output 

per 

worker 

(rupees) 

Ratio of 
capital 
to 

output | 

Amount of 
labour 
employed 
per unit 
of capital 

Modern mill (large-scale in- 

1,200 

650 

! 

1-9 

1 

dustry) 


i 

i 

i 


Power loom (small-scale in¬ 

300 

200 

1-5 

4 

dustry) 


i 



Automatio loom (cottage in¬ 
dustry) 

90 

80 

M 

13 

Hand loom (cottage industry) 

i 

35 

45 

0-8 

34 


Source : P. S. Lokanathax j “ Cottage Industries and The Plan ”, in Eastern 
Economist (New Delhi), 23 July 1943. 


Among various types of capital stock that are scarce in 
Asiatic countries, the lack of modern transport deserves special 
emphasis. In an underdeveloped country, capital investment 
in transport—in railroads, highways, and waterways—usually 
produces a far greater productivity-raising effect than can be 
expected from the same amount of capital investment in most 
other industries. By widening the size of markets, develop¬ 
ments in transport bring about a higher degree of inter-regional 
specialisation and, consequently, a fuller and better utilisation 
of the country's human and natural resources, and enable agri¬ 
cultural and industrial enterprises to be conducted on a larger 
scale, to which more efficient methods of production can be 
applied. In most Asiatic countries the existing means of trans¬ 
port fall far short of what is needed for the full realisation of 
the advantages of inter-regional specialisation. Take, for ins¬ 
tance, the mileage of railways. China (including Manchuria) 
before the war had only 45 kilometres of railways per million 
of population. The figure for the Indian provinces was 262 
kilometres per million, for Burma 267, and for Ceylon 244. 
These figures, though considerably higher than that for China, 
were still very low compared with 3,200 for the United States, 
1,004 for France, 884 for Germany, and 754 for the United 
Kingdom, The inadequacy of transport systems in various 





16 


ECONOMIC BACKGROUND OP SOCIAL POLICY 


Asiatic countries is brought out by the statistics in table V r 
showing for each country the number of square miles of terri¬ 
tory to each mile of railway and of highway, and the amount 
of freight carried per mile of railway. (It should be remem¬ 
bered however that water transport, for which no statistics 
are available, is also of considerable importance.) Because of 
the inadequacy of transport, there exist only local markets 
for most products, and regional self-sufficiency, though gra¬ 
dually diminishing in degree, remains a characteristic feature 
of the Asiatic economy. Under such conditions a bumper crop- 
is not always an unmixed blessing for the farmer: because of 
the limited size of the market, it leads to a fall in the prices 
of farm products; this may reduce his cash income; and thus- 
he has little incentive to increase his productivity. 


TABLE V. TRANSPORT FACILITIES IN FAR EASTERN 
COUNTRIES AND IN THE UNITED STATES 


Country 

Year 

Area per 
mile of 
railway 
(square 
miles) 

Freight 
carried 
per mile 
of railway 
(1,000 
short 
tons) 

Year 

Area per 
mile of 
highway 
(square 
miles) 

China (excluding 

1035-36 

660-5 

6-3 

1930 

75-7 

Formosa and 
Manchuria) 
Formosa 

1038 

6-3 

6-1 

1939 

1-3 

Manchuria 

1030 

80-0 

0-0 

1939 

27-1 

India 

1045-46 

30 0 

2-8 


♦ 

Siam 

1 1038 

07-1 

0-0 

1940 

! 45-5 

Burma .. 

1042 

07-5 

* 

1942 

47-7 

Ceylon 

1046 

27-7 

1-0 

1946 

3'D 

Indonesia 

1038 

51-4 1 

2-4 

1939 

17-2 

Indo>China 

1038 

136-4 

0-8 

1 1938 

16-8 

Malaya .. 

1038 

47*0 

1-0 

1039 

7-6 

Philippines 

1038 

136-0 

2-6 

1938 

9-6 

Australia 

1038 

106-3 

1-4 

1939 

6-1 

New Zealand 

1030 

31-0 

2-5 

1037-38 

2-0 

United States 

1038 

7-2 

4-7 

1038 

1-0 


Souroe: For all countries except India, Burma, and Ceylon, Katrine R. C. Greene and 
Joseph D. Phillips : Economic Survey of the Pacific Area, Part II : Transportation and 
Foreign Trade (New York, Institute of Pacifio Relations, 1942), pp. 10 and 12 ; for India, 
Government or India, Railway Department (Railway Board) : Report by the Rail¬ 
way Board on Indian Railways for 1945-46 , VoL II, pp. 8 and 13 ; for Burma and Ceylon, 
figures supplied by the respective Governments. 

1 Based on the area of Java, Madura and Sumatra. 

* Figure not available. 
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Different proportions of capital and labour employed in tbe 
productive process usually involve different methods of produc¬ 
tion with different degrees of efficiency. Obviously, the small 
ratio of capital to labour is a main factor explaining the conti¬ 
nued use of inefficient methods of production in Asiatic coun¬ 
tries. However, it is necessary to point out that, apart from 
the scarcity of capital equipment, there are a number of other 
factors contributing to the inefficiency of Asiatic methods of 
production and hence to the low productivity of labour. These 
factors have to do with social tradition, the limited knowledge 
of production techniques and organisation, and the limited appli¬ 
cation even of such modern techniques as require little capital 
expenditure. 

Take again the case of agriculture. Investigations of farm 
management in Asiatic countries suggest that low agricultural 
productivity* is attributable not only to the small size of hold¬ 
ings (the land factor), and the primitive farm equipment (the 
capital factor), but also to many other elements of inefficiency 
in methods of cultivation. Among these elements are the frag¬ 
mentation and scattering of holdings, the haphazard selection 
of seeds, the deficiency of manures resulting from defective 
methods of preservation, the inadequate knowledge of pest and 
plant disease prevention, and the poor methods of cattle breed¬ 
ing. Furthermore, there appears to be a lack of interest on the 
part of the farm population in methods of improving produc¬ 
tivity. 

The same may be said about the inefficiency of industrial pro¬ 
duction in these countries. Leaving aside handicrafts, it is a 
notable fact that for similar types of products the level of pro¬ 
ductivity attained by modern industries in these countries is 
far below that of western countries. For instance, in India 
the productivity of labour in modern cotton spinning mills 
(up to 40 counts) in 1932 was approximately only 1 lb. of yarn 
per man-hour, compared with 5.6 lbs. in the United States, 
4.5 lbs. in the United Kingdom, and 4.3 lbs. in Germany. It 
would clearly be a mistake to ascribe such differences in pro¬ 
ductivity entirely to differences in capital equipment. In fact, 
in the above-mentioned instance, the types of mechanical equip¬ 
ment used are essentially similar. Inadequate knowledge of 
technical and manufacturing processes, inefficient methods of 
factory management, and the conservative outlook of investor* 
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and entrepreneurs are more important in explaining low pro¬ 
ductivity in even these well-equipped industries. As a concrete 
illustration it may be noted that few modern firms in Asiatic 
countries have adopted adequate systems of cost and produc¬ 
tion control, which contribute in no small measure to the im¬ 
provement of industrial efficiency in western countries. 

As to the quality of labour, it must be emphasised that as 
far as intrinsic qualities are concerned, the Asiatic worker is 
in no wise different from his western counterpart. Diligence 
and ability to make the best of any given situation are among 
his outstanding traits. His intelligence is widely recognised. 
The skilfulness of Asiatic handicraft workers is fully proven 
by the fine artistic quality of the products they turn out. The 
speed with which Asiatic workers pick up a complicated process 
of industrial technique has also elicited the admiration of western 
observers. As the Labour Investigation Committee of the Gov¬ 
ernment of India observed in its Main Report (published in 
1946), “granting more or less identical conditions of work, 
wages, efficiency of management and of the mechanical equip* 
ment of the factory, the efficiency of Indian labour generally 
is no less than that of workers in most other countries'*; and 
the same is true in other Asiatic countries. 

There are, however, certain factors which tend to reduce the 
effectiveness of Asiatic labour. One is poor health resulting 
from undernutrition, malnutrition, and disease. Another is 
the lack of opportunity for proper education arid for adequate 
technical training. Such handicaps to efficiency are rooted in 
the poverty of the people, in bad conditions of work and low 
wages. Once their living standards are improved, their pro¬ 
ductive efficiency is bound to rise. Moreover, the efficiency of 
labour in some Asiatic countries is unfavourably affected by 
climatic conditions. Lastly, factory workers are recruited 
mainly from agriculture and handicrafts, where habits of work 
are radically different. They are not accustomed to the kind of 
mechanical work which requires continuous manual operations 
and prolonged, concentrated attention; consequently, attend¬ 
ance on high-speed machinery appears to wear them out more 
easily than workers in ccmntries with a long-established indus¬ 
trial tradition. This difficulty will gradually disappear as 
they become more used to working in factories. 
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To sum up, the low productivity of labour in Asiatic coun¬ 
tries may be attributed to four different but closely related 
causes. The first major cause is population pressure—the high 
ratio of farm population to land under cultivation—which, 
through the operation of the law of diminishing returns, reswBfcaK 
in a low average output per unit of agricultural labour. Thee 
second major cause is the low level of capital stock available 
in these countries for productive purposes. The third is in-?, 
efficiency in methods of production due to factors other thank 
shortage of real capital. Finally, in certain lines of produc¬ 
tive activity the effectiveness of labour is relatively low\ as a& 
'result of the poverty of the people, illiteracy, the absence off 
an industrial tradition, the lack of training in mechanical skills, 
and, in some cases, an enervating climate. To improve the 
living standards of Asiatic populations requires an organised 
attack on all these causes of low productivity.. 
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AGRICULTURE 


The economies of the Asiatic countries, while having certain 
basic characteristics in common, are dissimilar in ,many im¬ 
portant respects, owing to differences in natural resources, in 
culture, and in political status. Consequently, the policies 
which should be pursued for their economic development are 
bound to be different. In regard to agriculture—the subject 
of the present chapter—the common features of the rural econo¬ 
mies of Asiatic countries were reviewed in some detail by the 
recent Asian Relations Conference, to which reference is made 
in the preface to this Report. Representatives of over 25 
Asiatic countries participated in the Conference, the findings 
of which are consequently of particular interest. These find¬ 
ings, so far as the fundamental similarities of the existing agri¬ 
cultural conditions of Asiatic countries are concerned, are set 
.out in the first chapter, dealing with the primary producer, of 
the Office report on item II of the agenda of the present Con- * 
ference 1 , and are therefore not Repeated here. In the follow¬ 
ing pages some of the dissimilarities between the different coun¬ 
tries will be illustrated in detail. 

Features op Land Utilisation 

Since the mass of the population in Asia depends on the 
land for livelihood, it is appropriate to begin with a descrip¬ 
tion of the main features of land utilisation in these countries, 
especially the availability of cultivable land, types of land 
use, kinds of agricultural produce, and modes of cultivation and 
land conservation. Full information on these matters is not 
always available and on some features only general observa-. 
lions ean be made. 

1 Labour Poliey in General, including the Enforcement of. Labour 
Measures, pp. 41-42. 
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Land under Cultivation 

Among the most important questions to be considered are 
the following: How much land is actually under cultivationt 
What is the area of cultivated land per head of population? 
Is it sufficient to yield a properly balanced diet? How much 
cultivable land still remains uncultivated and what difficulties 
are likely to be encountered in reclaiming such land? What is 
the position in Asiatic countries compared with other countries? 

Part of the answer to these questions is indicated in table VI. 
As the figures show, the area under cultivation in nearly all 
Asiatic countries is very small in relation to present popula¬ 
tion. Cultivated laud per head in the area under consideration 
ranges from 0.4 acres in Cejdon to 1.3 acres in Burma, in 
sharp contrast to the 12 to 14 acres per head in the food-ex¬ 
porting countries of Australia, Canada, and New Zealand. It 
should be noted, however, that the area of cultivated land 
per head in France, Germany, Italy, and the United Kingdom 

much the same as in the Asiatic countries of the Far Eastern 
region, while the area per head in the United States and the 
U.S.S.B. is not very much greater. 

The ratio of cultivated land to population in Asiatic' coun¬ 
tries is important in relation to both nutrition and income. Its 
relation to levels of nutrition needs to be fully stressed and 
will be considered first. The relation of the land-population 
ratio to ,farm economies will be discussed later in connection 
with the size of land holdings and the degree of population 
pressure. 

As has been previously mentioned, food production in most 
Asiatic countries is at present far from sufficient to meet the 
minimum nutritional requirements of the population as a 
whole. Since the low level of food production is largely due 
to the small area of cultivated land per head, the question 
immediately arises whether there is enough cultivable but as 
yet uncultivated land available in these countries to enable 
output to be raised to a level that would provide a properly 
balanced diet for the masses of the population. In other 
words, is the agricultural potential of these countries such a* 
to enable them to be self-sufficient in regard to food supply, net 
ohly at the present low consumption level, but at an adequate 
standard of nutrition? 
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TABLE VI. LAND AND POPULATION IN ASIATIC AND OTICLtt 
COUNTRIES 







Land 








Cultivated land 

Country 

Year 

Popu¬ 

lation 

Gross 

area 

Cultiva- 
able area 

i 

Area 

. 

Percent¬ 
age of 
gross 
area 

Per hea d 
of 

popula¬ 

tion 



millions 

million acre 

s 

% 

acres 

Asiatic count¬ 
ries : 








China 

1939 1 

460-0 

2,867-0 

482-0 

331-0 

11-5 

0-7 

India 

1941 

389-0 

1,000-0 

612-0 

362-0 

36-2 

0-9 

Siam 

1937 

14-4 

128-0 

* 

12-3 

9-6 

* 

Burma 

1941 

16-8 

148-2 

69-6 

22-6 

15-2 

1-3 

Ceylon* 

1946 

6-6 

14-8 

3-6 

2-7 

18-2 

0-4 

Indo-Cnma .. 

1936 

23-0 

182-3 

* 

14-8 

8-1 

0-6 

Indonesia: .. 








Java and 
Madura 

1930 

41-7 

* 

27-0 3 

. 

20-7 

* 

0-6 

Outer Pro¬ 








vinces 

1930 

19-0 

* 

139-3 4 

* 

* 

7-3* 

Malaya 

1937- 

38 

6-1 

* 

* 

5-0 

. 

1-0 

Philippines .. 

1937 

16-0 

• 

39-6 

15-6 

* 

1-0 

Other oountries: 
Australia 

1939 

7-0 

• 

1,903-7 

384-0 

62-2 

2-7 

13-0 

Canada 

1940 

11-4 

2,364-7 

351-8 

163-8 

6-9 

14-3 

France 

1936 

41-9 

136-1 

* 

60-1 

36-8 

1-2 

Germany 

1939 

69-6 

116-2 

70-5 

* 

60-7* 

1-0* 

Italy 

1936 

43-0 

76-6 

* 

32-1 

41-9 

0-7 

New Zealand 

1936 

1-6 

66-6 

* 

19-0 

2-8 

11-6 

United King¬ 








dom 

1931 

46-2 

60-3 

32-0 

* 

53-2* 

0-7 4 

United States 

1940 

131-6 

1,934-3 

987-0 

359-0 

18-5 

2-7 

U.S.S.R. .. 

1939 

170-4 

6,232-6 

1,497-1 

338-1 

6-5 

2-0 


Source: For all countries exoept India, Buima, Ceylon, Indone&la, Malaya, and the 
Philippines, Yawo Shu-chien: “ Fundamental Problems of Chinese Agriculture ”, i n 
Motional Reconstruction (New York, China Institute in America, 1944), Vol. V., July 1914, 
p> 41 ; for India, Memorandum on the Development of Agriculture and Animal Husbandry in 
ind*a, op, eit., p. 15, and Census of 1941; for Burma and Ceylon, census figures supplied 
by the respective Governments; for Indonesia, Malaya, and the Philippines, Karl J. 
Pblmk: An Economic Survey of the Pacific Area, Part I: Population and Land Utilization 
{Now York, Institute of Pacific Relations, 1941), pp. 9,127, 142, 148-149. 

1 This date refers only to the estimate of population, taken from Statistical Tear-Book 
of the League of Nations, 1942-44, p. 16; no date is indicated in the above-mentioned 
•taroe for the figures for land. * The figures for land are for 8 out of the 9 provinces, 
eoapvising 91 per oent. of the total area. • Total land excluding forest land, settlements, 
coeds and Inland waters. 4 Total land excluding forest land. 4 Cultivable area, as shown, 
9« kHd of population. • The figure refers Jo the cultivable area. 

^Figure not available. 
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This is a long-range question, to 'which no definite answer 
can be given without detailed quantitative investigation into 
all the aspects of land utilisation and the possibilities of in* 
creasing agricultural output in each of the countries con* 
cemed. However, some genera) observations may be offered 
on the availability of cultivable land in these countries. In 
so far as space is the ultimate determining factor in agricul¬ 
tural production, it is possible to estimate very roughly the 
area of cultivable land needed to yield a properly balanced 
diet per head at a given level of agricultural efficiency. Ac¬ 
cording to one expert, “it takes about two acres of land 
[per head] to provide the diet of western countries at western 
levels of agricultural efficiency”. 1 If this estimate is at all 
near the truth, it carries far-reaching implications for some of 
the Asiatic countries. 

The amount of land in China which is cultivable but still 
uncultivated is extremely limited in relation to the size of the 
pbpulation. In the districts of the 22 provinces covered by 
Professor Buck’s survey, it was estimated that the additional area 
that could be brought under cultivation was no more than 10 
per cent, of the existing crop area. In China as a whole, accord¬ 
ing to the rough estimate given in table VI, there are approxi¬ 
mately 150 million acres cf cultivable land still uncultivated; 
but this estimate has been criticised as much top optimistic. 
Even on the basis of this optimistic figure, however, the 
total area of cultivable land would still amount to only 
about 1 acre per head. In India, cultivable land is estimated 
at 1.57 acres per head, which is substantially higher than 
in China but still much below the two-acre requirement. In 
feveral other Asiatic countries, the supply of land is much 
more abundant relative to population. The! estimate of cul¬ 
tivable land per head in Burma, for instance, is 4.14 acres 
(1941 figure). In the Philippines, it is about 2.4 acres. 
While the cultivable area in Java and Madura is notoriously 
small, there is a considerable reserve of potential agricultural 
land in the Outer Provinces of Indonesia. These estimates, 
though subject to a considerable margin of error, suggest that 
as levels of nutrition rise, the degree of self-sufficiency in food 

*P. Lamartine Yates : “ Food Crisis and the Far JSast ”, In Faf 
Eastern Survey, Vol. XV, No. 13, 31 July 1946 (New York, American 
Council of the Institute of Pacific Relations), p. 227. 
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supply must vary greatly from country to country within the 
region, and is likely to be relatively low in the two countries— 
China and India—which contain the bulk of the population. 

It is interesting to note that the agricultural potential of 
China, in terms of cultivable land per head, is comparable to 
that of the western European countries, notably France and 
Germany. It is only the difference irT average levels of income 
that accounts for the fact that while the countries of north¬ 
west Europe have now become the leading food-importing 
-countries in the world, China still subsists on its own produc¬ 
tion of food, except to the extent that imports are brought in 
to make up for crop failures or for local deficiencies due to 
Jack of transport. If the nutritym of the Chinese population 
is to be raised to a level comparable to that of the western 
European countries, it seems likely that China will have to 
rely upon imports for a substantial portion of its food supply, 
even if the internal transport system is developed, agricultural 
efficiency greatly improved, all cultivable land brought under 
cultivation, and full use made of the extensive grazing lands 
in the north-western provinces. In order to pay for the in¬ 
creased food imports that will be required, China will clearly 
have to expand its exports. 

India has more uncultivated cultivable land at its disposal 
and hence will probably depend less than China upon imports 
for the provision of an adequate diet. However, the bringing 
of additional land under cultivation would involve large sums 
of capital expenditure, and consideration would have to bo 
given to the question whether it would be more economical to 
devote this capital expenditure to land reclamation or to the 
expansion of exports with which to purchase food from abroad. 

In some Asiatic countries there seems to be sufficient cultiv¬ 
able land to enable them to produce their own requirements 
of food even at a high nutritional level. In Siam and Burma, 
agricultural output could probably expand to such an extent 
that, besides providing an adequate diet for the home popula¬ 
tion, there would be a sizable surplus available for export. 

Needless to say, the question whether self-sufficiency in food 
supply at high nutritional levels will be a desirable aim will 
depend not only on the amount of cultivable land available, but 
also on the relative profitability of sueh land in the different 
competing uses to which it may be put. In certain Asiatic 
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countries large portions of the crop area are devoted to, and 
are particularly suited for, the production of certain industrial 
raw materials; Indonesia and Malaya are cases in point. For 
these countries it may be advantageous, provided the terms of 
trade are sufficiently favourable, to expand primary production 
for export and to meet their increased food needs through 
imports. 


Types of Agricultural Products 

In some Asiatic countries the distinguishing feature of the 
existing pattern of land use is the small part played by animal 
husbandry. In China, except in the north-western provinces, 
the proportion of cultivated land used for pastoral purposes 
is almost negligible. This is also true of Indo-China and of 
some other densely populated Asiatic countries. “It is a ques¬ 
tion, not of climate or soil, bill of resources and population^ 
The relation between them has* for many centuries been such 
that land capable of growing food for human consumption can¬ 
not be spared for raising beasts. Milk and meat will support 
fewer human beings than can be fed from the land which, if 
cattle were reared, would be required to grow fodder. Ml 
In India, however, the livestock industry plays a much more 
important role in primary production. According to the cattle 
census of 1935 and estimates for the areas not covered by the 
census, India possesses approximately 236 million cattle, or 
about a third of the world’s recorded number. 

As regards the various types of agricultural products, marked 
differences exist between the region comprising China, India, 
Siam, Burma, and lndo-China (eastern Asiatic region), on the 
one hand, and the more tropical region comprising Cejdon, 
Indonesia, Malaya, and the Philippines, on the other. Whereas 
in the former region, crops are grown primarily for food for 
direct human consumption, cereals being of first importance, 
in the latter region a considerable portion of agricultural laud 
is devoted to the cultivation of tropical products, which con¬ 
sist partly of industrial raw materials and partly of non-cereal 
foodstuffs. This difference in the nature of agricultural pro¬ 
duction also explains the difference in the degree of dependence 

‘B. H. Tawnby : Land and Labour in China (London, Allen and 
unww, 1932), p. 27. 
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upon external markets for the disposal of agricultural pro* 
.ducts. In the eastern region most of the agricultural output! 
except for a few crops, is retained for home consumption. In 
the tropical region, on the other hand, a large proportion of 
.agricultural output is produced almost exclusively for external 
.markets. In consequence, as will be seen later in this chapter, 
the economies of this region are far more sensitive to the cyclical 
“fluctuations and secular economic changes in the rest of the 
world. 

The relative importance of various agricultural products in 
»the eastern Asiatic region may be briefly indicated. According 
•to Professor Buck’s estimate, In China (excluding Manchuria), 
•cereals, which consist mainly of wheat and rice, and partly of 
'barley, millet, kaoliang and maize, occupy nearly 70 per cent, 
-of the crop area; legumes and oilseeds account for a further 
15 per cent., fibres for 3.6 per cent., tubers and roots for 3.3 
per cent., vegetables for 1*1 per cent., tree crops for 1.1 per 
cent., fruits for 0.9 per cent., and all other crops for 4.4. per 
cent. Of the total crop area in Korea, rice constitutes 26.8 
per cent.; barley, 17.9 per cent.; millet, 15.1 per cent.; wheat, 
5.6 per cent.; and soybeans and other beans, 18 per cent. 

Food crops in India cover about 81 per cent, of the total 
area under cultivation, and nun-food crops about 19 per cent. 
The figures for acreage and production of the leading food 
crops in 1938-39 are as follows: rice, 73.3 million acres (23.9 
million tons); wheat, 35.3 million acres (9.9 million tons); 
jowar, 33.8 million acres (6.4 million tons); bajra, 17.2 million 
acres (2.5 million tons); pulses, 37.2 million acres (2.5 million 
tons); fruits, 3-4 million, acres; and sugar cane, 3.1 million 
acres (43.1 million tons). India is also one of the world’s 
largest tea producers. The total tea acreage in 1939 was about 
632,600 acres, with a total production of about 451.8 million 
lbs., of which 370.9 million lbs. were exported. 

Among non-food crops, the most important are cotton and 
jute. In 1938-39, raw cotton occupied 23.4 million acres, 
vti th a total yield of 5 million bales of 400 lbs., about half of, 
winch were exported; and jute (India’s most remunerative agri¬ 
cultural product, in which the country virtually holds a world 
monopoly) occupied 3.1 million acres, with a total production 
of 9.6 million bales, of which Bengal alone produced about 90 
f>er cent. The principal other non-food crops are oilseeds, 
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tobacco, and rubber. The rubber output is, however, fairly 
small compared with that of other countries. 

The agriculture of Siam, Burma, and Indo-China may be 
characterised as a rice monoculture. In Siam and Indo-China, 
rice represents 94 per cent, and 82 per cent, respectively, of 
the total crop area. Besides rice, these two countries also grow 
such tropical products as coconuts, rubber, and coffee. In Indo- 
China, rubber production is of special importance; it amounted 
to 73,000 long tons in 1940, making Indo-China the world’s third 
largest rubber producer. In Lower Burma, south of Thayetmyo 
and Toungo, rice is practically the only crop under cultiva¬ 
tion. Upper Burma, on the other hand, is noted for the variety 
of its crops. In addition to its rice crop, Upper Burma pro¬ 
duces sesamum, cotton, groundnuts, tea, and sugar cane. Ail 
three countries are rice exporting countries. During the decade 
1930-1940 their total exports of, rice averaged 6,300,000 tons 
a year, of which Burma provided more than half. The greater 
part of these exports was shipped to India, Ceylon, continental 
Europe, and the United Kingdom. 

Rice still holds the most prominent place among the crops of 
the Philippines, although agricultural production is more tropi¬ 
cal in character than in the above-mentioned Asiatic countries. 
Of the total crop acreage in 1938, rice occupied 43.3 per cent., 
maize 15.9 per cent., coconuts 14.6 per cent., abaca 11.5 per 
cent., sugar cane 5.2 per cent., bananas 2.1 per cent., tobacco 
1.7 per cent., and other crops 5.8 per cent. Since 1910 there 
has been a steady increase in the area under all major crops, 
except abaca, which remained more or less stationary. 

It* has been estimated that of the total area under cultivation 
in Ceylon, 31 per cent, is devoted to rice and other food crops, 
31 per cent, to tea and rubber, 32 per cent, to coconuts, and 
6 per cent, to other export crops (cocoa, cardamom, cinnamon, 
citronella, areca nuts, and palmyra). In 1939, imports of rice 
amounted to 592,780 tons, or over three times the estimated local 
production. 

Though one of the world’s largest exporters of tropical pro¬ 
ducts, Indonesia has a greater proportion of acreage under food 
crops for local consumption than Ceylon. In Java and Madura, 
about 59 per cent, of the gross area is cultivated by small¬ 
holders, primarily for food crops, for local consumption, and 
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only 7.7 per cent, is occupied by plantations devoted to ex¬ 
port crops. In 1938, of the total crop area cultivated by small¬ 
holders in these two provinces, rice accounted for 45.1 per 
cent., maize for 22.9 per cent., root crops for 14.4 per cent., 
pulses for 9.5 per cent., tobacco for 1.7 per cent., and other 
crops for 6.3 per cent. However, owing to the exceptionally 
high density of population, the rice production of these two- 
provinces, large as it is, still fails to cover the entire home needs. 
In normal years a small proportion of this rice consumption 
(5.5 per cent, of the 1925-1929 average and 3.8 per cent, of 
the 1930-1934 average) has to be met by imports from abroad. 
No estimates are available regarding the extent and distribu¬ 
tion of subsistence agriculture in the Outer Provinces, but 
judging from the relatively small population the area under 
food crops for local consumption would appear to be mucK 
smaller than in Java and Madura. 

While rubber is the leading export crop in Indonesia, other 
tropical products are also of great importance. This is indi¬ 
cated by the following distribution of the principal plantation 
crops in 1938: rubber, 596,000 hectares; tea, 138,000 hectares; 
coffee, 104,000 hectares; oil palms, 90,000 hectares; sugar, 
91,000 hectares; coconuts, 50,000 hectares; tobacco, 42,000 
hectares; and other crops, 79,000 hectares. Since the depres¬ 
sion of the early ’thirties, economic forces have brought about 
significant long-term changes in crop area for several of the 
tropical products. Compared with the 1925-1929 average, the 
sugar area had in the late ’thirties been curtailed by as much 
as 46 per cent, and the coffee area by 15 per cent. The area 
under oil palms, on the other hand, had more than doubled. The 
average area under rubber increased during the period 1030- 
1934 to about 20 per cent, over the 1925-1929 average, but re¬ 
mained stationary later in the ‘thirties. The total plantation 
crop area in Indonesia is about evenly divided between .lava 
and Madura and the Outer Provinces: in 1938 J;he former had 
598,000 hectares and the latter 573,000. There are, however, 
considerable variations in the distribution of individual planta¬ 
tion crops between the two regions. All the sugar and most of 
the eoffee, tea, tobacco, and cinchona are grown in Java; and 
very nearly all the oil palms and manila hemp, most of the co¬ 
conuts^ and a larger proportion of the rubber are cultivated k$ 
th* Outer Provinces. 
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The agricultural products of Malaya are also predominantly 
tropical. Of the total crop area in 1938, rubber plantations 
took up 64.7 per cent., coconuts 12.1 per cent., and rice only 
14.3 per cent. The remaining 9 per cent, of crop area was 
-distributed among other tropical products, e.g., oil palms, pine¬ 
apples, areca nuts, tapioca, and bananas. There is thus little 
diversification in Malayan agriculture; by far the greater part 
of the cultivated area is devoted to export crops and only a 
small part to food crops. Rice production in 1937 met only 
about one third of the country’s requirements. A large pro¬ 
portion of the country’s food consumption is supplied by im¬ 
ports, which include not only rice but other essential food 
products, such as sugar, meat, dairy products, poultry, eggs, 
tea and coffee. 

Intensive Farming and Soil Erosion 

The area of land available in relation to the population 
-determines to a large extent the methods of cultivation in use 
in the Asiatic countries. As a result of the shortage of culti¬ 
vated land and the preponderance of agricultural population, 
intensive farming is predominant—intensive, however, only 
in the sense of an exceedingly large amount of labour applied 
per unit of land, and not in the sense of a high ratio of capital 
to land. Most of the work on the farm is done by hand, and 
modern machinery is virtually unknown. This type of culti¬ 
vation is in marked contrast to the large-scale mechanised farm¬ 
ing prevalent in such countries as Australia and New Zealand. 
In some Asiatic countries, e.g., China and Java, land is seldom 
given any rest. In China, according to Professor Buck’s sur¬ 
vey, about 2.4 per cent, of the crop area was found to be lying 
fallow in the wheat region, and only 0.3 per cent, in the rice 
region. The percentage of fallow land is considerably higher 
in India. Double cropping is extensively practised in many 
Asiatic countries. For instance, in China about 66 per cent, 
-of the crop area in the rice region and 27 per cent, in the wheat 
region, and ii^ Indo-China about 54 per cent, of the cultivated 
area of Tonkin, are double cropped. Double cropping is also 
common in Ceylon and parts of India and Indonesia. 

Another feature of land utilisation in most Asiatic countries 
is the importance of irrigation, particularly for the cultivation 
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of paddy rice. This is especially true in India, where water 
supply is extremely irregular owing to the uncertainty of rain¬ 
fall; it is estimated that the production of irrigated crops per 
acre is on an ayerage 50 to 100 per cent, higher than that of 
unirrigated crops in the same locality. In China, in the early 
'thirties, irrigated land formed about 69 per cent, of the crop 
area in the rice region and 15 per cent, in the wheat region. 
In Java and Madura, 4i sawahs ’ ’ or irrigated fields accounted 
for 52.3 per cent, of the total crop area cultivated by small¬ 
holders. Only a small number of farms in the Philippines have 
recourse to irrigation. 

Finally, it is essential to mention the close causal relation- 
. ship between the scarcity of cultivated land and the secular 
changes in the productive capacity of land in some of the 
Asiatic countries. The continuous unplanned search for land 
by the agriculturists, under thv j pressure of a rapidly growing 
population, has resulted in extensive deforestation, which en¬ 
courages flood and soil erosion, In China, for instance, forests 
have been steadily destroyed by the peasants because of their 
need for fuel and additional land. While the consequences of 
erosion have been limited by the numerous terraces, notably 
in the rice region of China, deforestation is a basic cause of 
the recurrent floods of the Yellow River, with all their disas¬ 
trous consequences. In the tropical parts of Asia, soil erosion 
is known to have impoverished large areas. One expert states: 

In the Far Eastern colonies, French Indo-China, the Netherlands 
East Indies, etc., we can find numerous examples of the great damage 
to the soil and to estates by erosion, due either to bad usage oC the 
soil by the most dangerous form of cultivation (shifting) or to the 
deforestation of extensive regions in order to raise crops of sugar 
cane, rubber, etc., or finally to tb». destruction of the forests in the 
interest of mine development, land clearing, bush fires and grazing . 1 

The Size of Farms 

The most significant single characteristic of the agriculture 
of many Asiatic countries, as will be seen presently, is the 
small size of farms, a farm being defined here as a unit of 
agricultural enterprise operated by the cultivator together 

1 E. P. Stubbing : “Note for Commission. Set up to Study Defoies- 
tation and Erosion in Journal of the Royal African Society, Vol. 42, 
No. ICC, Jan. 1243, p. 23. 
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with- members of his family and hired labour. The average 
size of farms in southern and eastern Asia is extremely small. 
This is an inevitable consequence of the fact that three fourths 
of the population has to live on a limited total supply of culti¬ 
vated land. More important still is the tendency in some parts 
for the size of farms to become smaller and smaller as a result 
of successive increases in rurkl population and of the repeated 
subdivision of holdings under inheritance laws entailing thfr 
equal partition of property among heirs. 

According to a recent report, the average size of farm for 
China as a whole is about 5 acres. There are, however, marked 
regional differences. For instance, the average for Kwaugtung 
and Kwangsi provinces is less than 2 acres, and the average 
for Fukien, Chekiang, and Kiangsi provinces is slightly more 
than 2 acres. It is larger in north China, where land is less 
fertile. 1 Professor Buck’s survey, which was conducted during 
the period 1929-1933 and covered 16,786 farms in 168 localities itt 
22 provinces, put the average size of farm for China as a whole 
at 4.17 acres. The average size for the farms in ;the rice 
region was 3.9 acres, as against 5.63 acres in the wheat regioiir 
Farms worked by owners were, on the average, slightly larger 
than those worked by tenants, the respective averages for China? 
as a whole being 4.22 acres and 3.56 acres. Another feature 
revealed by this survey was the positive correlation between the- 
size of farms and the size of households. For instance, for 
farms of 13 acres, the average household was 10.1 persons. 
As to secular changes in the size of farms in China, extensive 
investigations have not yet been made. Such limited evidence 
as is available indicates a downward trend. A survey of 150 
farms in Yenshan county in Hopei province showed a decrease 
of 14.3 per cent, in the size of farms in a period of 134 years, 
and this although about 13 per cent, of the population of the 
present generation had migrated. 2 

Small farm holdings, and the process of repeated subdivision,. 
prevail also in India. The average size of holdings in several 4 
provinces is under 5 acres. There are, however, substantial 4 

1 Figures given by the U. S. Nanking Agricultural Mission (New York 
Times, 8 Nov. 1946). 

* For particulars on the size of holdings in China in 1944, see tbs* 
report on item II, op. eit . (p. 13), to which reference may also be 
in regard to the size of holdings in Siam, Burma, Ceylon, and Indo-Chine- 
<pp. 18-15). 
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variations among different localities. According to the census 
of 1921, the number of cultivated acres per farmer was 12.2 in 
Bombay, 9.2 in the Punjab, 8.5 in the Central Provinces and 
Berar, 4.9 in Madras, 3.1 in Bengal, Bihar, and Orissa, 3.0 
in Assam, and 2.5 in the United Provinces. Averages, of 
course, conceal as much as they reveal. Special enquiries have 
fJi own that in Bombay, where the average holding seems to 
be fairly large, actually about 50 per cent, of landowners had 
farms of under 5 acres; in the Punjab, 37.9 per cent, of the 
cultivators held less than 2.5 acres each, 17.9 per cent, between 
2.5 and 5 acres, 20.5 per cent, between 5 and 10 acres, and 
23.7 per cent*over 10 acres; in Bengal, 42 per cent, of farmers 9 
families held less than 2 acres and another 20 per cent, between 
2 and 4 acres; and in Ajmer-Merwara, more than a third of the 
farmers had less than 2 acres, 83 per cent, in all had less than 
6 acres, and only 5 per cent, had more than 10 acres. 

The approximate area utilised per rurhl family in Siam has 
been estimated at 1.75 hectares in the southern and north¬ 
eastern regions, 2.25 hectares in the northern region, and 1.25 
hectares in the central region (1 hectare=2.47 acres). 

In Burma, the average cultivated area per farmer is about 
10 acres, but in some parts of the country, ^particularly in 
Lower Burma, the average is known to be substantially greater. 

The official economic surveys recently carried out in eight 
districts in Ceylon showed that the average number of families 
owning over 5 acres of land was only 8.5 per cent, of the total 
number of families in the villages surveyed. 

The size of farm holdings in Indo-China is remarkably small 
in* certain parts of the country as a result of the repeated sub¬ 
division of land under the pressure of population. In Tonkin, 
61.6 per cent, of the farming, families had less than 0.36 hectare 
of ricefields in 1931-32, and 26 per cent, had between 0.5 and 
2.5 hectares. The situation seems to be better in Cochin-China, 
where only 33.7 per cent, of the rice farms ware below 1 hec¬ 
tare and 38 per cent, between 1 and 5 hectares. The size of 
farm was largest in Cambodia; in the 3 provinces of Battambang, 
Pre-veng, and Soai-rieng, only 20.9 per cent, of rice farms were 
under 1 hectare, while 60.2 p^r cent, were from 1 to 5 hectares 
and 15 per cent, from 5 to 10 hectares. 

In describing the size of farm holdings in Indonesia and 
Malaya, a sharp distinction must be drawn between subsistence 
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agriculture and plantation agriculture. The plantations, most¬ 
ly operated on a very large scale, will be considered later m this 
chapter. Comprehensive statistical data are lacking on the 
size distribution of farms in various parts of Indonesia. In 
Java, the subsistence farms are reported to be very small, 
averaging not more than 0.9 hectare per landowner liable to 
pay land tax; this includes sawahs or flooded fields (0.38 
hectare) and dry ground (0.5 hectare). Statistical information 
on the size of subsistence farms is not available for Malaya. 

The small size of farm holdings in the Philippines was dearly 
shown in the census of 1918: 37.9 per cent, of the total num¬ 
ber of agricultural undertakings were less than 0.35 hec¬ 
tare; 23.3 per cent, were from 0.35 to 1 hectare, 16.8 per 
cent, from 1 to 2 hectares, 14.4 per cent, from 2 to 5 hectares, 
and only 7.6 per cent, uere 100 hectares and over. There 
was little difference in the distribution by size between the 
farms operated by tenants and those operated by the owners; 
the latter group is by far the larger of the two. In view of 
the large reserves of cultivable waste land on many of the 
islands, the preponderance of small farms in the Philippines is 
Striking. 

In contrast to the small size of the great majority of the 
holdings in Asiatic countries, it may be noted that the aver¬ 
age size of holdings is estimated at 145 acres in the United 
States, 40 acres in Denmark, 25 acres in Sweden, 21.5 acres 
in Germany, and 20 acres in England. In the south-eastern 
European agricultural countries, the size of farms also seems 
to be considerably larger than in the Asiatic countries, to judge 
from the agricultural area per head of agricultural popula¬ 
tion, which is, for instance, 2.47 acres in Bulgaria, 2.96 acres 
in Poland, and 3.21 acres in Rumania and Yugoslavia. In 
Australia, about 66 per cent, of the total number of private 
holdings in 1937-38 were between 100 and 5,000 acres.^ In 
New Zealand, at about the same date, 20.7 per cent, of all 
holdings were between 10 and 100 acres, 42.3 per cent, be¬ 
tween 100 and 640 acres, and 10.6 per cent, between 640 and., 
5,000 acres. 

Effects of Small Size of Farms 

The small size of farms, which is a concrete manifestation 
of population pressure on the land, is the cor© of tha agrarian 
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problem confronting Asiatic countries. Commenting on Chinese 
agriculture, one authority states that “the small size of most 
farms is the fact from which the whole scheme of Chinese agri¬ 
culture takes its stamp” 1 Broadly speaking, .this observation 
holds true of other Asiatic countries as well. Its economic 
consequences may be briefly summarised. 

Low Income and High Indebtedness 

First and foremost is the effect of the size of the farm on 
the income of the rural family. While the amount of income 
that a rural family can derive from the land is determined 
jointly by the size of the farm and the productivity of the land, 
for a large section of the rural population in Asiatic countries 
it is dearly the extremely small size of the farms rather 
than the low productivity of land which is the basic factor 
limiting the income that can be earned from agriculture. Given 
its small farm, a rural family can, by improving productivity 
done, raise its income up to a certain limit only, beyond which 
r farther improvements in productivity would lead to dispro¬ 
portionate increases in costs and consequently to no net increase 
in income. Furthermore, the possibility of improving produc¬ 
tivity, as will be discussed in more detail in Part II, also de¬ 
fends partly upon the size of the farm itself. 

There can be no dotibt that in Asiatic countries the minute 
size of the farm is the basic cause of the low level of income 
earned by an average rural family. In parts of China, India, 
Indo-China, Indonesia, and the Philippines, the units of agri¬ 
cultural enterprise operated by most rural families are far too 
small to provide even a basic minimum subsistence. This fact 
may be further illustrated by the following summary of the 
conditions of an average household' in two Chinese villages in 
provinces where the size of most farms is particularly small, 
Yit’sun in Yunnan province and Kiangt’sun in Kiangsu 
province: 

Yit'aum Kbagt’sun 


Average size of household 

5.0 

. I*- 1 



tens 

M •* of family holding 

.. * 0.65 

0.59 

Am of rented land . , 

0.26 

0.70 

Size of farm under operation 

.. .. 0.91 

1*99 
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picul* 1 

Total income from farm in terms of rice .. 57.0 61.0 

Rent in terms of rice .. .. .. .. 13.5 28;6 

Rice required for household consumption* 24.5 20.5 


Rice remaining after consumption and rent .. 20.0 13.5 

Deficit* . 4.5 f;0 

Source: Hsiao-Tung Fn and Chih-I Chaitq : Earthbound Ckina\ (Chicago, Univtnity 
of Chicago Press, 1945), pp. 298-299. The figures quoted for Yit*sun in the last two lines 
of the table are those given in the source, but it will be noted that if the figures' lit the Mfr- 
lier lines are correct, the last two figures should be 19*0 and 5*6. 

*1 picul-*110*231 lbs. *At the rate of 7 piculs a year for one adult male. *Aisaminf 
other necessary expenditures require the same amount of rice as that for household con* 
Sumption 

In these two villages, therefore, the income derived from the 
average farm is so small that, after deducting the rent Arid 
the’ quantity of rice heeded lor household consumption, the 
margin left is insufficient to cover other necessary eipens&L 
In such cases high rent is a major factor reducing the net in¬ 
come of the rural family, but the large amount paid in rent is 
itself explained by the extremely small size of the average 
household’s own holdirig and its consequent urgent need to rent 
additions! land in brdfcr to riiake a living. 

Some of the characteristic features of the rural economy of 
ihariy areas in Asia are an outcome of the inadequate incomes ot> 
t&ined froin the land. One salient feature is the dependence 
Si the rtirfcl population upon supplementary sources of income 
for a part of its livelihood. Rural industries, which 'trill be 
described more fully iri the next chapter, form the principal 
fclohrce. These industries serve to provide the farmers with a 
gainful occupation during long periods of seasonal unemploy¬ 
ment and with the additional income essential for a bare mini¬ 
mum subsistence. Where such industries do not exist or haVe 
steadily declined as a result of the competition of machine 
industry at home and abroad, the living conditions of the 
peasant are indeed bad. This point, as will be noted later, 
his ah important bearing upon the direction of industrialisa¬ 
tion to be pursued iri Asia. One of the aims of industrialisa¬ 
tion is to raise rural incomes by shifting away the surplus 
itiral population, biit if this is not properly planned, it may "de¬ 
prive the rural population of an important source of incdzhc 
' By destroying its rural industries. 

' Another Salient feature Of the economy of Asiatiq qountniM 
is the Beaty btrderi itf rural indebtedness. 1 Ifthe 4f 

* bn thi« Subject, L «fee StUa the rfejpbrt dfi item ll, op. jpp, 104hL 
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the rural population were incurred primarily for the purpose 
of improving agricultural productivity, the growth and ex¬ 
tensiveness of rural indebtedness would give no cause for 
alarm. In many Asiatic countries, however, the heavy rural 
debts have been accumulated chiefly as a result of borrowing 
to finance consumption. Tho problem is particularly acute in 
India: “A very large section of agriculturists are inextricably 
steeped in debt; they are born in debt, live in debt, die iu debt 
and bequeath debts.” 1 In 1029, it was estimated that the 
• total, rural indebtedness for the Indian provinces was in the 
.neighbourhood of 9,000 million rupees. This indebtedness was 
not only exceedingly large, but was rapidly increasing. Ip the 
fan jab, for instance, the rural debts rose from 900 million 
rupees in:1931 to 1,350 million rupees in 1929; and similar up¬ 
ward trends were observable in other provinces. Most of the 
money borrowed A was used for non-productive purposes. The 
^figures of the Provincial Bonking Inquiry Committees for 
1929 show that unproductive debts represented about 70 per 
tent, of the total ,rur*l debt in the, United Provinces, 60 per 
cent.,in,several districts in Madras, and over 75 per cent, in 
. several, parts ( .of i Bombay• It was clearly a case of distress¬ 
borrowing resulting from, the inadequacy of agricultural income, 
the latter being due in part to the low productivity of land but 
basically to the small size of the farms. It is notable that the 
average debt per rural family was particularly high in Assam 
(242 rupees), where the average size of holding was small 
(3 acres), and was much lower in Bombay (32.9 rupees), where 
the average size of holding was larger (12.2 acres). 

While detailed statistics on the nature and extent of rural 
indebtedness in different parts of China are not available, it 
was roughly estimated that in 1933 more than half the farming 
population was burdened with debts incurred through consump¬ 
tion heeds. A field survey of four provinces of central China 
(Honan, Hupeh, Anhwei, and Kiangsi) for the period 1933- 
1935 showed an average rural debt of $86.10, of which only 
37 per cent, .went into productive uses and 73 per cent, went 
into consumption. 'Such information as is available on rural 
> indebtedness in other Asiatic countries suggests that nonpro- 
r . ductive debts represent a large proportion of the total in these 

*R. D. Tiwari : Indian Agriculture (Bombay, New Book Company, 
1943), p. 250. 
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countries as well. In Ceylon, for example, the official economic 
surveys showed that, on the average, 73 per cent' of thefami- 
lies in the areas surveyed were in debt, and it was estimated 
that about 90 per cent, of the total rural debts were incurred* 
for non-productive purposes. 

Because of the non-productive purposes for which the money 

borrowed and the exorbitant rates of interest charged, far¬ 
mers usually find themselves unable to repay their debts. 
When this happens the farmer has no choice but to transfer 
the whole or part of his land to the moneylender and to be¬ 
come himself a landless labourer or a tenant. 1 At best the 
size of his holding will be further reduced. This is the cumu¬ 
lative process which leads to the increasing concentration of 
land ownership in these countries. 

The rural indebtedness accumulated in China before the 
war has been virtually wiped out by the subsequent price in. 
flation; but no doubt new indebtedness is being incurred, es¬ 
pecially for purposes of agricultural rehabilitation after the 
ravages of war. In some other countries, such as India and 
Ceylon, the debt burden of the rural population is reported to 
have been substantially reduced by the rapid rise in agricul¬ 
tural prices during the war; but, as the Ceylon Government 
has pointed out, the steady rise in the cost of living makes it 
unlikely that any permanent change has taken place with re¬ 
gard to the indebtedness of the bulk pf the rural population. 

Low Output per Head 

The small size of farms has a direct bearing on the methods 
and efficiency of cultivation. In the first place, the dimi¬ 
nutive size of farming units makes any significant degree of 
mechanisation of farming operations physically impossible! 
The agriculture which the peasant consequently has to practise 
has been aptly described os a kind of gardening. It involves 
expending the utmost care and much physical labour, with the 
aid of only a few sets of simple tools. This does not mean 
that there is little room for the introduction of more labour- 
saving farming equipment on such farms; on the contrary, tlie 
use of certain types of mechanical equipment is not only 

1 See tlie report on item II, op. tit., pp. 34-37, for particulars regarding 
landless labourers in China. India, Burma, and Ceylon, and for the obser¬ 
vations of the Asian Relations Conference on this subject. 
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possible but necessary in order to release agricultural labour 
for industrial pursuits. The basic characteristic of current 
xpethods of cultivation, namely, their labour-intensiveness, can* 
not be altered, however, unless the average family holding is 
considerably enlarged or some system of co-operative farming 
is Adopted. It may be noted that in China’s north-eastern 
provinces, where farms are fairly large, the use of praetors has 
been steadily <|n the increase. It is obvious that so long as 
the fprm remains, small, the extent to which output per unit 
of agricultural labour can be raised is severely limited and so 
i? agricultural income per head. This remains true even if 
Ijhe best seeds, fertilisers, and methods of insect and plant- 
disease control are simultaneously applied. 
t Secondly, even within the framework of labour-intensive cul¬ 
tivation, the excessively small size of farming units leads to 
inefficiency. The subdivision of holdings entails a great 
waste of cultivable land in the shape of boundaries and fences 
^hich could otherwise be utilised for production. Further, when 
the unit of agricultural enterprise becomes unduly small, the 
cost of production tends to rise because fixed costs per unit 
of output are high. It is stated that in India the holdings are 
^0 small that they do not task to its full strength even the 
meagre equipment of the average cultivator. Moreover, since 
the peasants living on small farms normally earn an income 
not even sufficient to provide their families with a minimum 
livelihood, they can hardly be expected to possess the financial 
resources necessary for the adoption of more efficient farming 
equipment and practices requiring capital expenditure Im¬ 
provements in the productivity of small farms in Asiatic coun¬ 
tries are therefore rendeied difficult, if not altogether im- 


The fragmentation of holdings is an additional factor making 
for inefficiency. It is well-known that in Asiatic countries most 
of the farms, small as they are, are split up into numerous 
tiny parcels and strips lying, it may be, more than a mile apart 
from each other, separated by lands belonging to other farmers. 
The chief reason for this fragmentation is that it is the practice 
not only to divide a holding among the heirs, but also to take 
into account in the division the different qualities of the land 
of which it is composed. In China, according to Professor 
Buck’s survey, the average number of parcels is 5.6 per farm. 
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In India, it has been estimated that over a greater part’oj 
the country, holdings, large and small, are split up on an 
average into 5 to 8 parcels. Similar conditions prevail in moat 
4>ther Asiatic countries, except in Java, where most of the farms 
are much too small for fragmentation. The inefficiencies of 
cultivation entailed by such a practice are immediately obvlpus: 
it involves waste of land and human labour and makes it diffi¬ 
cult to introduce modern irrigation works and improved farm 
machinery. Consolidation of holdings is, therefore, a necessary 
first step towards agrarian reform in these countries. Sub¬ 
stantial progress has been made in the consolidation of hold¬ 
ings in India, particularly in the Punjab, where it has been 
carried out by the co-operative method. 

The low agricultural productivity per unit of labour in 
Asiatic countries is thus fundamentally due to the small size 
of the farms, which limits the possibilities of substituting 
capital for labour. The difference in labour productivity under 
different methods of cultivation suited for farms of different 
sizes may be illustrated by the fact that, according to one esti¬ 
mate, an average of 4.55 working days of 10 hours each were 
required for the production of one quintal of rough rice in 
€hina, and only 0.3 working days in the United States. 
Equally striking differences are revealed by a comparison of 
the number of man-hours of labour required per acre for all 
processes of cultivation and harvesting by the machine methods 
in use in 1924 and by the band methods practised in 1850 and 
earlier in the United States, the latter being broadly compar¬ 
able to the present-day methodb of cultivation in Asiatic coun¬ 
tries. The estimated figures under these two different farming 
methods were 182.7 man-hours as against 27.5 for maize. 107.8 
man-hours as against 118.5 for cotton, and 62.4 man-hours as 
against 15.5 for wheat. The differences would be still greater 
if the present level of agricultural mechanisation were used 
for comparison. 

This, however, is not all. The low productivity of agricul¬ 
tural labour in Asiatic countries is also partly a result of the 
farmer’s failure to obtain the maximum return from his land 
aven within his labour-intensive framework of cultivation. 
This is indicated by the lov' yield per acre of a number of crops • 
in Asiatic countries compared with that in many other coiiiv 
tries. For instance, the average yield of wheat per acre shown 
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in tike Statistical Year-Book of the League of Nations, 1933-34' 
was 980 lbs. in China and 660 lbs. in India, compared with 
2^017 lbs. in Germany, 1,918 lbs. in Egypt, 1,713 lbs. in Japan,, 
and 1,383 lbs. in Italy; that of rice, 2,433 lbs. in China, 1,500 
lbs. in Burma 1 , and 1,240 lbs. in India, compared with 4,568. 
lbs. in Italy, 3,444 lbs., in Japan, and 2,998 lbs. in Egypt; and 
that of cotton, 204 lbs. in Chino and 89 lbs. in India, compared 
with 535 lbs. in Egypt and 286 lbs. in the United States. Such 
differences in crop yield per unit of area may be ascribed in 
part to differences in the quality of the land under cultivation 
and in climate. But some of the factors responsible for the 
low yields in Asiatic countries can be removed. The ineffi¬ 
ciencies of cultivation due to the fragmentation and small size 
of farms have already been mentioned. There are a number 
of other important factor.], among them, the deterioration of 
soils, the poor quality of seeds, the antiquated methods of 
manuring, the inadequacy or irrigation, the heavy damage 
done by insects and plant diseases, the lack of efficient farming* 
equipment, and the unsatisfactory methods of livestock breed¬ 
ing. The elimination of these causes of inefficiency does not 
depend on an enlargement of the size of farms; it requires 
mainly a knowledge of modern agricultural science, and the 
capital necessary for its application. 


Distribution op Agricultural Income 

The poverty of the agricultural population in Asiatic count¬ 
ries is due not only to the small output per head, but also in 
many cases to the fact that: a considerable proportion Of the in¬ 
come derived from this small output is absorbed by rent, in¬ 
terest, and, in some instances, taxes. Furthermore, the mani¬ 
pulation of prices by the traders usually results in cutting down 
the cultivator’s proceeds from the sale of his crops. 

Rent 

The proportion of tenants of one description or another to 
the total rural population varies widely from country to 
country in Asia, and also from one locality to another within 
each country. 2 . Of the farmers in the area in China covered by 

* 1945-46 figure, supplied by the Government of Burma. 

’The information on land tenure in Asiatic countries given here may 
be supplemented by reference to the report on item II, op. cit., pp. 5-12. 
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Professor Buck’s survey, 44 per cent, were owners, 23 per cent* 
part owners, and 33 per cent, tenants. The proportions, how* 
ever, differed greatly between the wheat region in the north 
and the rice region in the south; in the former, 65 per cent of 
the rural population were owners, 18 per cent, part owners,, 
and only 17 per cent, tenants, whereas in the latter region only 
27 per cent, were owners, 27 per cent, were part owners?, and 
46 per cent, tenants. This difference is to be explained partly 
by the fact that an increasing number of small occupying own¬ 
ers in the coastal provinces had been reduced to the status of 
tenants as a result of the loss of their income from rural in¬ 
dustries under the impact of competition from machine-made 
goods. The rent factor thus appears to be of greater import¬ 
ance in the southern provinces of China than in the north. 

Tenants represent by far the largest proportion of the rural 
population in India. This may be ascribed to the systems of 
land tenure in operation there. Nearly all the land under the 
two systems of landlord tenure and joint village tenure, re¬ 
presenting no less than 64 per cent, of the total area under 
cultivation in the Indian provinces, is rented to tenants. And 
even in the case of the remaining area, held by peasant pro¬ 
prietors, those with over 25 acres of land usually let a part of 
it to a tenant. Rent is therefore an important factor in the 
case of an even larger proportion of the rural population in India 
than in China. 

The tenancy system is also prevalent in some parts of Burma. 
Before the war, about half the occupied land in Lower Burma 
was in the hands of non-agriculturists, most of whom were 
non-resident Indian landowners. In 1936, the area rented 
to tenants was estimated at approximately 9 million acres, 
most of it on short-term tenancies and at high fixed rents.* 

Tenancy is relatively unimportant in Siam, particularly in 
the regions of subsistence agriculture, where most of the peas¬ 
ants cultivate their own land; except in the commercialised 
regions, where it has steadily gained ground, it has been esti¬ 
mated to vary roughly from 5 to 30 per cent, of the total num¬ 
ber of holdings. In Ceylon, too, the majority of cultivators, 
especially rice growers* own their land, and it is estimated that 
only about 25 per cent, are tenants. In Indo-China, tenant* 
yform only a minor proportion of the rural population, except 
in Cochin-China. Small owners occupy no less than 98.7 per 
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cent, of the agricultural holdings in Tonkin, 90 per cent. in> 
Annam, but only 64.5 per cent, in Cochin-China, where large* 
land holdings and absentee landlordism prevail and the num¬ 
ber of landless agricultural labourers is high. Statistical infor¬ 
mation on the tenancy situation in Indonesia is rather scanty; 
According to a 1926 estimate covering a number of districts, 
tenants accounted for only 3.4 per cent, of all adult men. 
While definite figures are unobtainable, it is known that tenan¬ 
cy, maiMy in the form of share-cropping, is much more wide* 
spread in Java than in the Outer Provinces. This is to be 
expected, considering the marked difference between these two 
regions in regard to the pressure of population on the laud* 
In the Philippines, the census of 1918 showed that only 16.6 
per cent, of the agricultural units were operated by tenants, 
5.6 per cent, by squatters on the public land, and the rest 
mostly by small owners. Because of the poverty of the Filipino 
peasants, resulting from the extremely small size of their 
farms, there may well have been a relative as well as absolute 
increase in tenancy since then; but no recent factual data are 
available on this point. 

It vill thus be seen that reni is a vital factor affecting the 
net income position of a large proportion of the population of 
Asiatic countries, although the proportion varies considerably 
in different parts of the region^ The question of rent has, 
of course, many different aspects. Those which concern the 
tenants most are, first, the proportion of the produce from the 
lefased land which has to be paid to the landlord in the form 
of rent and, secondly, the conditions under which rent is to 
be paid. In regard to the first aspect, it again needs to be 
stressed that the proportion of produce paid in rent varies 
greatly from one locality to another even within the same 
country. Comprehensive information on the point is not avail¬ 
able for China. In the areas covered by Professor Buck’s 
first survey (published in 1930), the rent to be paid to the 
landlord varied from 25 to 66 per cent, of the crop, and the 
most common share-crop rent was approximately 50 per cent, 
of the crop. The latter figure is borne out by other field in¬ 
vestigations. In India, the average rate of rent has been esti¬ 
mated at About 50 to 60 per cent, of the gross produce raised 
by the tenant, and the condition of the share-cropper is even 
worse. Besides paying his rent, a share-cropper is required 
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po j>£v a premium and to render other services to the landlord 
return for permission to cultivate the land; in Bengal, for 
instance, the rent paid by share-croppers is estimated to average 
25 rupees per acre, compared with under 34 rupees per acre in 
the case of occupancy tenants. In Siam and Indonesia, equAl 
sharing of the crop between tenant and landlord sterns to be 
a coupon practice. Rents in Ceylon vary from one sixth 
to .one half of the crop, depending on the region and the type 
of crop. 

Assuming that 50 per cent, of the crop is the approximate 
average rent, this is indisputably too heavy a burden on the 
ayerage tenant, especially in view of the diminutive size of his 
fa<rm. Prom the same acreage of laid ahd for the same 
amount of labour applied, a tenant can earn only half as much 
net disposable income as an occupying owner. In some areas, 
however, the landlord provides the tenant with a part of the 
seeds and farming equipment needed and some of the work¬ 
ing animals, and is sometimes responsible for the maintenance 
of irrigation facilities. Where such conditions of tenure pre¬ 
vail, the net burden of rent upon the tenant is clearly less 
onerous. On the other hand, share-croppers not infrequently 
have to render services to the landlord in addition to paying 
rent. 

Another factor to which attention should be called is absentee 
landlordism, which exists in many Asiatic countries, particu¬ 
larly in regions where commercial farming has been developed, 
such as the coastal provinces of China. In these cases the re¬ 
lation between landlord and tenant is purely financial and en¬ 
tirely one-sided. The landlords, most of whom reside in the 
cities, draw the rents from their tenants but assume few, if any, 
obligations in return. The rents are usually high. Further¬ 
more, in many places, though rents are fixed in terms of the 
crop, they are paid in cash and the rate of conversion is arbi¬ 
trarily determined by the landlords. 

Although the conditions of land tenure vary in different loca¬ 
lities, tenants may generally be said to be in a much worse posi¬ 
tion than owner-cultivators. Not only is their net disposable 
income lower, but their farms are also sihaller owing to their 
friability to 'provide the fixed and working capital necessary 
to operate larger farms. The amount they spend per acre on 
seeds, fertilisers, and implements is also substantially less than 
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tl$at spent by owner-cultivators. The smaller size of his farm, 
the lower productivity of his land, and the transfer of a' cdhfci-' 
derabie share of his small income to the landlord are the three' 
factors which make the tenant’s .position even more difficiili r 
than that of the average owner-cultivator. 

Another aspect of land tenure which profoundly affects t Hi- 
economic position of tenants is the degree of security of tenure. 
The diversity of local customs in this respect makes it difficult’ 
to present a summary description of the situation in each 
Asiatic country. Generally speaking, different systems of 
tenancy, affording the tenants different degrees of security, may 
be found in one and the same country. For instance, in India, 
the tenants under the permanently or temporarily settled estate 
systems are “occupancy-right holders” who hold their lauds 
on a permanent and heritable tenure, usually with unrestricted’ 
right of transfer, and pay rent to the proprietors of the estates. 
It is, however, a not uncommon practice for occupancy-right 
holders to lease their lands to subtenants, the so-called tenants 
at-will, who hold the land from year to year and are liable to 
be evicted at any time. The latter not only enjoy no secu¬ 
rity of tenure, but in many eases have to bear a heavy rent 
burden under the crop-sharing system. 

Security of tenure in China is greatest in the coastal pro¬ 
vinces, where absentee landlordism is most prevalent. In 
Kiangsu and Chekiang it is the general rule that the tenant 
owns the surface of the land and the landlord the subsoil, and 1 
the tenant cannot be evicted so long as he pays the rent. In’ 
other parts of China the position of tenants is much less favour¬ 
able in respect of security of tenure; in certain districts the 
tenants have little protection against the direct intervention 
of the landlord. Before the Burmese Tenancy Act was passed 1 
in 1939, tenants in that country usually worked on a yearly;' 
lease which gave no security of tenure and often contained 
unfair conditions; they had to pay high rents, and there was 
no adequate provision for remission of rent in bad years. 
These disadvantages were removed by the Act, which secures 
continued tenure to tenants of agricultural land at a fair rent 1 , 
unless the tenant is unwilling to pay the standard rent or has 

1 In 3 946, a now Tenancy Act was introduced, which replaced the 
1 * fair rent * ’ specified in the earlier Act by a * * standard rent * 9 deter¬ 
mined by the Government. 
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treated his landlord unfairly. The Act also protects the rights 
of ejected tenants in respect of crops sown or planted by them 
before the date of ejectment. For other Asiatic countries little 
information is available on the question of security of tenure. 

In view of the fact that the terms of land tenure have such 
a vital bearing on the welfare of a large section of the agri¬ 
cultural population, arid in view of the complexity of the ques¬ 
tion and the paucity of detailed information on the conditions 
of tenancy in different parts of Asia, it would seem desirable 
that a comprehensive investigation should be made into condi¬ 
tions of land tenure and their influence on farm methods and 
living standards in Asiatic countries. 

Merest 

An equally important factor in limiting the net disposal 
income of farmers in Asiatic countries is the high level of in¬ 
terest charges paid to moneylenders. While the rent factor 
.affects only, the tenant class, the interest factor affects the well¬ 
being of owner-cultivators and tenants alike, though the latter 
.Undoubtedly suffer more from it because of their greater need 
for distress-borrowing. The prevalence of rural indebtedness 
was mentioned in the preceding section, where it was also shown 
that by far the larger part of rural loans in these countries is 
used, not for productive purposes, but for consumption. Hence 
the loans do not serve to enhance the farmers’ earning capacity, 
with the result that they are virtually unable to pay interest. 
Nevertheless, they are ready to borrow on almost any terms, 
since without borrowing, they can hardly survive. Iu the 
absence of modern rural credit. institutions and of adequate 
legislative protection, this imperative demand for cash gives 
rise to usury. 

According to a comprehensive survey made by the National 
Agricultural Research Bureau in China in 1934, which covered 
22 provinces, only 5 per cent, of over 6,000 rural loans reported 
were borrowed from banks and co-operatives, and 95 per cent, 
came frpm^qurees—such as pawnshops, exchange shops, land¬ 
lords, aqcf Merchants—whi ch are apt to charge excessive in¬ 
terest rates. The same survey disclosed that in 12.9 per cent, 
of 2,259 cases examined, an annual rate of interest qf over 
50 per cent, was charged; in 11.2 per cent, ef the eases, the rate 
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was 40-50 per cent.; in 30.3 per cent, of the cases, it was 20^0 
per cent.; and in only 9.4 per cent, of the cases was it 10-20 
per cent. In some parts of China the rates of interest on rural 
loans before the war were not only excessively high but were 
rising rapidly. For instance, In the district of Kwangan, north 
of Chungking, the annual rate of interest rose from 25 per cent 
in 1932 to 40-60 per cent, in 1936, andfthe monthly rate from 
2:5 per cent, to 5-7 per cent. This rapid rise in interest rates 
was accompanied by a general increase in the number of 
usurers. 

Rural finance is equally ill organised in India. Private 
moneylenders supply most of the rural credit, particularly for 
the middle and poorer classes of cultivators. The amount pro¬ 
vided by the provincial Governments and the co-operatives is 
relatively small, though it has been increasing slowly but 
steadily in recent years; the joint stock banks Us a rule play 
little part in the supply of credit to farmers. The rates Of in¬ 
terest charged by the private moneylenders vary according to 
the nature of the security, the degree of competition between 
the creditors, and the needs of the borrower: 

' i ( , 

The large landowners can raise loans, due to approved security, 
at rates varying from 9 to 12 per cent, in most provinces. But In 
the case qf small cultivators, who constitute the bulk of the debtors, 
rates charged are materially different. On secured loans, rates vary 
from 12 to 50 per cent., but on unsecured loans, tjhe rates may be 
up to 300 per cent. The rate of interest charged per annum on 
grain loans is generally 50 per cent., but rises up io f00 per cent, 
in several cases, i 

In Ceylon, it k usual for the peasant to maintain a tunning 
account with the village dealer, on the undertaking that he VVill 
sell his crop to the dealer. In the case of short-term loans, in¬ 
terest varies from 25 to bO^per cent, per season. Long-term 
.loans are usually obtained by mortgaging land t6 a villager 
with capital. In most cases, cattie and ploughs kre detained on 
t loan and in pome cases, payment for their use takes the forth 
of a sizable sjhare of the erbp. 

'the root cause,of rural indebtedness in Asiatic Countries if 
the low Income oHhe hgTlculturists. Isfet until ihk inborn© Js 
considerably, enhanced, will indebtedness as a chronic feature 
of their economic life disappear. £ttf )tji hhideri could he gredt- 

1 R. D. TrwAEi, op. eft., p.,271. ~ 
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]y reduced by making available to the needy small peasants 
liberal financial assistance in such forms as non-interest-bear¬ 
ing consumption loans and short-term and long-term loans at 
reasonable rates of interest for productive purposes. 

Taxes 

In addition to the payment of high rent and usurious interest 
charges, peasants in several Asiatic countries have also to pay a 
substantial portion of their income to local and central Govern¬ 
ments in the form of taxes. Government revenues are derived 
largely from taxes on essential consumers * goods* and though 
the peasants produce a large part of their own requirement^ 
there is considerable taxation on the necessaries on which their 
small cash income is spent. One example is the tax on salt in 
both China and India. 1 Moreover, taxation on land is usually 
heavy and entails much hardship for the small owner- 
cultivators. 


Dealers * Pro fils 

The inadequacy of marketing arrangements also affects the 
farmers adversely. In many Asiatic countries the farmetfe 
usually dispose of a portion of their meagre output for cash, 
in order to purchase other essential goods and also to meet 
viarious cash payments, such as rent, interest charges, and taxes* 
In the case of raw material crops most of the produce is sold! 
on the market. For instance, in China, Professor Buck’s survey 
showed that, on the average, the farmers sold about half their 
crops for cash, the proportion varying from 31 per cent, in 
Hopei to 84 per cent, of cotton crops in Chekiang. Agricul¬ 
ture has been commercialised to a fairly high degree also in 
India. The income of farmers in these and other Asiatic 
countries thus depends not only upon the volume of output, but 
also upon the prices at which their produce can be sold. It is 
a peculiar feature of the determination of agricultural 'prices 
on local markets in these countries that, while numerous small 
peasants compete with each other in selling their produce, tie 
buying is controlled collectively by a small number of whflfe- 
sale dealers. Bargaining strength is therefore overwhelmingly 

1 In its budget proposals for 1947-48, the. Government of Ipdi* provided 
for theabplition of the spit Jtax ; this proposal was ( adopted by .the legisla¬ 
ture and came into 1 effect on 1 April 1947. 
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on the side of the buyers. The farmers are usually most in 
need of cash at the harvest season because many of them are 
tinder pressure to repay short-term debts, and in some places 
they have also to pay rent in cash. They are naturally anxious 
to sell their produce as quickly as possible; moreover, they lack 
proper storage facilities for holding it off the market for any con¬ 
siderable length of 'time. The dealers, on the other hand, act 
in concert to postpone their buying until prices have fallen 
sufficiently. Consequently, the prices at which farmers sell 
their produce are always the lowest of the year. As soon as the 
harvest season is over, agricultural prices again begin to rise. 
This sort of seasonal price fluctuation is clearly detrimental to 
the well-being of the peasants. 

Plantation Economy 

In the tropical parts of Asia plantation agriculture exists side 
by side with subsistence cultivation. It assumes a predomi¬ 
nant role in Indonesia and Malaya; to a less extent it also pre¬ 
vail in parts of India, Shun, Burma, Ceylon, Indo-China, and 
. the Philippines. There are striking differences between the 
two systems of cultivation in respect of the types of crops raised, 
the size of holdings, the capital invested and management, the 
relation to industry, and the status of the labour employed. 

In contrast to subsistence cultivation, which is devoted main¬ 
ly to food crops for domestic consumption, plantation agricul¬ 
ture produces mostly tropical crops for export to world mar¬ 
kets. Rubber, cocoa, coconuts, cinchona, tea and coffee are the 
usual plantation crops, and their raising requires a consider¬ 
able amount of capital investment; this explains in part why 
small-scale farming is not best suited for this purpose, though 
in many Asiatic countries, rubber, for example, is grown in sniall 
holdings. The extent to which plantations diversify their, crops 
varies in different parts of these countries. Indonesia is a case 
in point: whereas on about half the plantations in Java the 
growing of several crops is combined, e.g. hevea with coffee, 
or cinchona . with tea, specialisation is a marked feature of the 
plantations in the Outer Provinces, where no less than 85 per 
cent of the plantations grow only one product. 

W m* o? Taoldmgs \s, on tile 

whole, incomparably larger than in the case of subsistence cul- 
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tivation. The Assam tea plantations in India, which had a 
total area of 440,278 acres under tea in 1942, averaged 390 acres 
per plantation; the Bengal tea plantations (201,495 acres) 
averaged 563 acres. Estates of more than 100 acres formed 81 
per cent, of the 549,886 acres of tea plantations in Ceylon in 
1945, 55.7 per cent, of the 636,936 acres of rubber plantations^ 
and 16.2 per cent, of the 1.24 million acres of coconut plan¬ 
tations. In Indonesia, the average size of a plantation in 
1939 was estimated at about 910 hectares in Java and 1,165 
hectares in the Outer Provinces, but the plantations varied 
greatly in size in different parts of the Outer Provinces, rang¬ 
ing from an average of 266 hectares in the province of Manado 
to 3,200 hectares in the East Coast province of Sumatra. In 
Malaya, out of 3.3 million acres of rubber plantations in 1938, 
about 2 million acres, or 61 per cent., belonged to estates of 
more than 100 acres, while 38 per cent, belonged to small¬ 
holders. In the same year, out of 72,143 acres under oil palms, 
87 per cent, belonged to estates of over 100 acres. The hold¬ 
ings of coconut plantations were, however, much smaller. Of 
a total area of 613,417 acres under coconut crops in 1938, 
not more than 125,000 acres, or approximately 20 per cent., 
consisted of estates of 100 acres or more, while the rest formed 
estates of only a few acres each. 

The optimum size of plantations, of course, varies with differ¬ 
ent crops and different methods of farming. For instance, in 
the case of tea plantations in India and Ceylon it was formerly 
considered impracticable, because of primitive roads and trans¬ 
port by bullock carts for the daily delivery of the leaf, and also 
because of the lack of finance, to operate plantations of much 
over 500 acres. It has now been estimated that, with the intro¬ 
duction of mechanical transport and electric power, the opti¬ 
mum size of a tea plantation in these countries could be raised 
to about 800 acres. 1 

The fundamental difference between subsistence agriculture 
and the plantation system, however, lies in ownership and 
management. Whereas subsistence farms are owned anrl 
operated by the local population, the plantation system, on the 
other hand, is run mostly by outsiders and has been developed 
by outside capital. It represents the principal form of deve- 

1 C£. C. B. Fay : “ Plantation Economy ”, in Economic Journal, Pee. 
1036, p. 634. 
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lopment by western capital of the natural resources of the areas 
in question. From the standpoint of the cultivator, subsistence 
farming is essentially a way of life rather than a business 
enterprise. The plantation system is totally different: it is 
an investment for profit. Ownership is usually vested in a 
corporation with limited liability, and the business is conducted 
hy a more or less numerous staiV of managers in accordance with 
modern efficiency methods. Many of the plantation enterprises 
have their headquarters in the country which supplies the 
capital. 

Some figures may be cited to indicate the predominant role 
of plantation agriculture in the total foreign investment in 
the tropical parts of Asia. It is estimated that there were 393 
sterling companies in operation in Ceylon in 1939, with a total 
investment of 702 million rupees, including 488 million rupees 
invested in tea and rubber plantations. There was a further 
outside investment of 158 million rupees in companies with 
rupee capital, thus making a total investment from abroad of 
860 million rupees, or about 85 per cent, of the total company 
investments. In Indo-China, plantation agriculture likewise 
holds first place in business investment from abroad, owing 
mainly to the rapid development of rubber production in the 
last few decades. Of a total of 314,000 acres under rubber in 
1936, only about 3 per cent, was in the hands of small Asiatic 
owners. Similarly, in Indonesia, of a total private business 
investment of about 4,000 million guilders from abroad in 1929. 
“more than half was in plantation agriculture; about 800 million 
in sugar, held chiefly by the Dutch; 700 million in rubber, 
where the Dutch share was only 44 per cent., the British, 29 per 
tent., the French, 10 per cent., and the American, 8 per cent.; 
200 million in tea^ 130 million in coffee; 120 million in tobacco ; 
89 million in oil palms; 25 million in cinchona; and 5 million 
in coconuts”. 1 The total estimated outstanding investment 
from abroad in Malaya was approximately £106 million in 1936, 
of which about 52 per cent, was in rubber companies, 13 per 
.cent, in tin mines, 9 per cent, in miscellaneous enterprises, and 
26, per cent, in the form of public debts incurred mainly for 
development purposes. British capital represented over 70 
per cent, of the total business investment. The ownership of 

x Kate L. Mitchell : Industrialization of the Western Pacific (New 
York, Institute of Pacific Relations, 1942), p. 198. 
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rubber plantations of over 100 acres in 1938 was distribute 
as follows: European, 75.3 per cent.; Chinese, 15.9 per cent.*; 
Indian, 4.3 per cent.; and other, 4.5 per cent. 

Many plantations extend their productive activities beyond 
the growing and harvesting of crops, and undertake the pro¬ 
cessing of the products. The degree of processing done by a 
plantation, however, varies greatly with different crops, depend¬ 
ing upon the technique required to transform the raw material 
into the finished product. The tea plantations in India and 
Ceylon, for instance, partake more or less of the nature of a 
vertically integrated industry, owing mainly to the simplicity 
of the transformation process. 4 4 Every tea estate has on it, 
or adjoining it, a tea factory; and in this factory the tea leaf 
is carried to its final processed form. When it arrives over¬ 
seas, it only has to be blended to be ready for consumption. ’ n 
In the case of cocoa and coffee, the processing carried on by 
the plantation is generally confined to the preliminary stages, 
and this is true also of rubber and several other tropical pro¬ 
ducts. To the extent that plantations in these countries estab¬ 
lish their own mills to process their products up to one stage 
or another, the plantation system may be regarded as combin¬ 
ing agricultural and industrial production, although in the 
majority of cases the latter element plays only a minor role. 

Another important feature of the plantation system which 
distinguishes it’ from subsistence cultivation is the position of 
the labour employed. A plantation, being a large-scale enter¬ 
prise, usually employs a considerable number of workers, in 
some instances as many as three or four thousand, and all these 
workers are placed under a centralised system of supervision. 
Wages are fixed and paid in cash. The position of labour 
under the plantation system is therefore similar to that in a 
modern factory, except that most of the work is agricultural 
in character and is performed in the open air. 

The sources from which the plantations obtain their labour 
differ according to the density of population. In Java, where 
the density is exceptionally high (for Java and Madura to¬ 
gether, it was 818 persons per square mile in 1930), the under- 
. employed and unemployed peasants constituted before the war 
an almost inexhaustible reserve of laboiir, upon wfiich the plan¬ 


et B. Fay, loc, cit p. 628, 
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tations could readily draw. It should bp noted, however, that 
the plantation labour force in Java consisted largely of irregular, 
casual workers; they came to work on the plantations only to 
earn a small supplementary income, and returned to their villages 
as soon as the season was over. They were usually paid at 
piece rates. The relative importance of workers of this type ia 
illustrated by the distribution ol the labour force in the sugar 
industry in 1930: out of 529,000 persons employed in sugar 
cultivation, only about 82,000 were regular labourers or semi¬ 
regular seasonal workers. The entire labour force of the plan¬ 
tations formed, however, only a small part of the total local 
population. Only 962,000 persons were employed in planta¬ 
tion agriculture in Java in 1930, representing no more than 
6.6 per cent, of the total gainfully employed population. This 
indicates clearly that the employment opportunities created 
by the plantations were far from sufficient to absorb the large 
**nd rapidly increasing surplus rural population. 

In the Outer Provinces, which are sparsely populated (27.8 
persons per square mile in 1930), the plantations were faced 
with the problem of labour scarcity. They depended very 
largely upon labour recruited in other regions, mainly in Java. 
Up to the world depression in the early Thirties, a considerable 
proportion of the recruited workers were subject to pena! sanc¬ 
tion contracts, but during the following years this proportion 
steadily declined, and in 1941 penal sanctions were finally 
abolished. 1 In 1939 the 'plantation workers in the Outer Pro¬ 
vinces numbered 333,936, Because of the relative scarcity of 
labour, these plantations mostly specialise in crops which have 
a relatively low labour requirement; and most of them, as al¬ 
ready noted, grow only one product. 

The labour supply situation in Malaya is somewhat similar 
to that in the Outer Provinces in Indonesia. The density of 
population is comparatively low (108.1 persons per square 
mile in 1941), and hence there has been little surplus rural 
population for the plantations to draw upon. Since the 
peasants normally prefer to live on their small farms rather 
than to work as wage earners on plantations, the planters have 

1 Cf. the report on item III on the agenda: Programme of~Action for 
the Enforcement of Social Standards Embodied in Conventions and Re¬ 
commendations Not Yet Ratified or Accepted , pp. 19-20. See also. 
International Labour Office: Social Policy in Dependent Territories, 
Studies and Reports, Series B, No. 28 (Montreal, 1944), p. 38. 
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bad to import labour from the densely populated neighbouring 
countries, primarily India, and to a very much smaller extent 
Java. The large-scale inflow of foreign labour has profoundly 
changed the racial distribution of population in Malaya: in 
1941, out of a total population of approximately 5.51 million, 
only 41.3 per cent, were Malays, while Chinese formed 43.1 
per cent., Indians 13.5 per cent., Europeans 0.6 per cent., and 
others 1.5 per cent. 1 The majority of the plantation workers, 
particularly on the rubber plantations, were Indians, while 
the tin miners were mainly Chinese. The supply of such 
foreign workers was particularly flexible: during the ’thirties, 
for example, manj^ of the Chinese and Indians returned to 
their respective countries when the demand for labour dec¬ 
lined and came back to the plantations when the demand 
increased. 

The tea and rubber plantations in Ceylon have also depended 
heavily upon immigrant labour from southern India, where 
real wages were much lower owing to the greater density of 
population. 2 The coconut plantations, on the other hand, 
depend mainly on the part-time work of local agricultural 
labour. It was estimated that at the end of 1936 there were 
no less than 659,000 Indian workers on the plantations, as 
against 57,000 Ceylonese workers. However, the rapid growth 
of the population in Ceylon itt recent years, together with the 
deterioration in the living standards of the small peasants, has 
led to an increasing supply of Ceylonese labour for the planta¬ 
tions. By 1945, the number of Ceylonese workers employed 
on plantations had increased to 134,000, and that of Indian 
workers had fallen to 447,000. The decrease in the number 
of Indian workers was due, in part, to the action of the Gov¬ 
ernment of India in prohibiting the flow of unskilled labour 
into Ceylon. In India itself, most of the labour on the tea 
estates is recruited from other parts of the country, and only 
about 5 per cent, of the workers are obtained locally. 

1 The corresponding figures for what is now the Malayan Union were : 
total population, 4.74 million; Malays, 46.4 per cent.; Chinese, 37.5 per 
cent.; Indians, 44.4 per cent.; Europeans, 0.3 per cent.; others, 1.4 Oer 
cent. 

*It was estimated that in 1927 real wages on the estates in Ceylon 
were 100 per cent, higher than the wages of rural labourers in southern 
India. Cf. Harold Butler: Problems of Industry v ' fh* Ec n * f Inter¬ 
national Labour Office, Studies and Reports, Series B, No. 29. Geneva. 
1938), p. 36. 
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•It thus appears that the growth of the plaptation systejp 
ixi' many parts of tropical Asia has been made possible by the 
inter-regional and international mobility of labour. Owing to 
the ease with which workers from neighbouring areas have 
Had access to these labour markets, the scarcity of labour in 
particular areas has failed to bring about any substantial rise 
in the wage rates of plantation workers. Even allowing for 
the cost of recruiting and transporting immigrant labour, it 
has been cheap owing to the high level of unemployment and 
underemployment in the areas from which the immigrants 
come. Thus the labour cost per unit of product has remained 
very low, which is undoubtedly a main factor in the high rate 
of profit normally earned by outside capital invested in planta¬ 
tion agriculture in Asia. 

Because of the cheapness of labour, the methods of produc¬ 
tion adopted by the plantation system are also highly labour- 
intensive and are basically similar to those practised by the 
individual farmers in their cultivation of export crops. But 
as a rule the plantations apply more scientific knowledge and 
better technique in the selection of seedlings and cuttings, in 
the use of fertilisers, and in the combination of crops. For 
certain crops, the difference in the size of holdings has led to 
different methods of cultivation. For instance, in the case of 
rubber, the planting density, i.e., the number of trees per sur¬ 
face unit, is much greater on the small holdings than on the 
plantations: some 200-300 trees per mature acre, as against 70-90 
trees on plantations. 1 

The instability of the income and employment of plantation 
workers also calls for attention. The demand for plantation 
labour is determined entirely by the world demand for the 
products of the plantations, and hitherto that demand has been 
subject to violent cyclical fluctuations. At the time of the 
great depression, between 1929 and 1932, the price of rubber 
dropped from' tenpence a pound to less than twopence, and 
the price of tea from 0.75 guilder the half kilo to 0.28 guilder; 
and the prices of other plantation products fell on the average , 
to something like one third or one quarter of the pre-depression 
level. In consequence, the output of tropical products, and 

*For a detailed economic analysis of this problem, see P. T. Bauer: 
“The Economics of Planting Density in Rubber Growing”, in conomica, 
Maj 1946, pp. 131-133. 
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particularly of those which were made the subject of interna¬ 
tional export quota agreements, was greatly reduced. This 
led to a heavy fall in the volume of plantation employment. 
In Indonesia, between 1929 and 1933, employment on planta¬ 
tions decreased from 1,200,000 workers to 600,000, or in other 
words, half the workers were thrown out of work, and the 
wages of those who remained in employment were cut. The 
catastrophic fall in world demand had a similar effect on the 
money income of the small peasant growers of export crops. 
The real income of the population in these areas was further 
reduced by the markedly unfavourable terms of trade during 
the depression. In Ceylon, the instability of income of plan¬ 
tation labour has been offset to some extent by the fixing of 
minimum rates of wages for Indian labourers since 1927, under 
the Indian Immigrant Labour Ordinance, and more recently 
for all plantation workers, under the Wages Boards Ordinance. 

The history of the depression in the early ’thirties clearly 
shows how much the prosperity of the producers of export crops 
in the tropical regions of Asia depends on an expansionist world 
economy. While a rise in world demand for their products 
may not lead to a corresponding rise in the wages of the plan¬ 
tation workers because of the abundant supply of labour, a 
fall in world demand, on the other hand, is certain to have 
disastrous effects for these workers. Any international com¬ 
modity agreement designed to curtail production of a planta¬ 
tion crop in order to keep it in balance with the long-term 
trends of world demand should, therefore, take fully into ac¬ 
count the consequential unemployment of the plantation work 
ers who lack alternative employment opportunities. 



CHAPTER III 


TRADITIONAL INDUSTRIES AND THEIR PROBLEMS 


Characteristics of the Traditional Industries 

A distinctive feature of the industrial structure of Asiatic 
countries is the important role of the traditional industries, 
with their numerous handicrafts and small-scale workshops 
scattered throughout the towns and villages. These traditional 
industries differ from modern factory industry in many im¬ 
portant respects. First, they use no power-driven machinery, 
but as a rule only a few sets of simple, primitive tools Their 
industrial technique depends mainly on the workers* skill and 
exertion, .and provides little scope for the division of labour; the 
output is therefore very low. Secondly, because so little capital 
is needed, the productive unit in the majority of traditional 
industries is usuallj 7 the household. In some of these industries 
the undertakings are so small that the members of the family 
constitute the entire labour force. In others, the owners of 
workshops take on a small number of hired workers and 
apprentices, the latter sometimes also performing domestic 
service for their employers. 1 Thirdly, in certain traditional 
industries the producers are dominated by the middlemen who 
allocate the supply of raw materials, advance credit at high 
rates of interest, and control the price of the products. Finally, 
the traditional industries are marked by their resistance to 
change: for centuries they have made little improvement either 
in productive technique or in organisation. These industries, 
which have become comparatively insignificant in western coun¬ 
tries since the industrial revolution, still hold a prominent 

* On the role of apprentices in Asiatic countries, see the report on item 
II, op, oit. f pp. 149-3 51. A general survey of existing handicrafts and 
cottage industries in these countries will be found on pp. 15-22 of the 
same report. 
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place in the economy of Asiatic countries, continuing to manu¬ 
facture the great bulk of the goods required by the population. 

: The preponderance of traditional industries in Asiatic coun¬ 
tries is indicated by the number of workers they employ in 
comparison with the number ol* factory workers. A recently 
published estimate puts the number of handicraft workers in 
China in 1933 at approximately 10 million and the number of 
factory workers at about 1 mil ! ion; of the total manufactur’ng 
ret output, 78 per cent, was produced by handicraft workers 
and only 22 per cent, by factory workers. 1 It has been esti¬ 
mated on the basis of the census figures that in 1931 there were 
in India 6,141,000 persons engaged in cottage industries, 
3,482.000 workers in large-scale industries, and 228,000 workers 
in small-scale industries. Although figures for the total num¬ 
ber of factory and non-factory workers in Burma are not avail¬ 
able, it is estimated that there are approximately 45,000 handi¬ 
craft workers engaged in full-time spinning and weaving, com¬ 
pared with about 7,000 workers employed in textile factories. 
The number of handicraft workers in Indo-China in 1936 has 
been estimated at about 7 per cent, of the population in Tonkin 
and Annarn, and 4 per cent, in other parts of the country, or 
about 1,356.000 persons altogether, as compared with not more 
than 120,000 workers employed in modern industries, includ¬ 
ing manufacturing and mining. According to estimates made 
in Indonesia in the ’thirties, workers engaged in manufactur¬ 
ing industries numbered about 2,800,000, of whom 2,500,000 
worked in small-scale industries and only 300,000 were em¬ 
ployed in large-scale machine industries; of the total number 
of workers in small-scale industries, 40 to 45 per cent, lived 
in villages, 40 per cent, were workers who obtained their raw 
materials and sold their products through a special class of 
middlemen (the “bakul”). and 20 per cent, worked in hand- 
operated workshops with less than 50 workers. Of a total of 
about 610,000 persons engaged in manufacturing industries 
ir. the Philippines in 1939, at least 360,000 persons worked in 
small-scale or household industries. 

The present traditional industries in Asiatic countries cover 
virtually all kinds of manufacturing activity. The following 

‘Pao-san Ou and Foh-shen Wang: * * Industrial Prc auction and Employ¬ 
ment in Pre-war China”, in Economic Journal, Vol. LVI, No. 223, Sept. 
1946. pp. 428-429. 
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list 1 of whole-time and part-time cottage industries (excluding 
farming and livestock industries) still in existence in the pro¬ 
vince of Bombay may be cited as an illustration of their range.; 

(a) Whole-time cottage industries: handloom weaving; calico print¬ 
ing and dyeing; paper making; bangle making; oil pressing; soap 
making; tanning; shoe making; carpentry, shipbuilding, house build¬ 
ing, cart making, etc.; toy making; blacksmithing, cutlery, etc,; 
pottery, tile and brick making; mango and other fruit canning; sandal¬ 
wood and ivory carving; “bidi" (cigarette) making; goldsmithing; 
engraving, jewellery; glue making; scents and toilet products; book¬ 
binding; confectionery products; fireworks; preparation of brushes; 
button manufacture; copper and brass ware; etc. 

^b) Part-time cottage industries: sericulture; lac industry; cashew- 
nut kernels (removal of shells); basket making; paddy husking; flour 
grinding; “gur” making; cotton ginning, carding and spinning; dal 
milling; rope making, fishnet making; wood cutting and charcoal burn¬ 
ing; umbrellas and fans from palm leaves; knitting and embroidery; 
etc. 

Traditional industries are not confined to manufacturing, 
but extend to mining as well. In China, for instance, as late 
as 1930, a considerable proportion of the mineral output was 
still produced by age-old methods: 

Between one third and one half of the output of coal, and one- 
fifth of that of iron ore, have been estimated to be produced by small 
native mines employing a few scores of workers apiece and alraoet 
destitute of machinery ... and nearly one-half of the pig iron pro¬ 
duced is made in charcoal furnaces with bellows worked by hand or 
water power. 2 

The traditional industries still existing in Asiatic couutries 
may be broadly divided into rural and urban industries, al¬ 
though the types of goods produced by the two groups overlap 
to a considerable extent. The rural industries, as already men¬ 
tioned, pla 3 r a vital part in maintaining the level of income and 
employment in village economy by meeting the difficulties due 
to the insufficiency of the peasants’ income from the land, the 
long months of seasonal unemployment, and the existence of 
an enormous surplus rural population. 


1 The list is taken from Report of the Bombay Economic and Industrial 
Survey Committee, 1938-1940 (Bombay, 1940), Vol. I, pp. 7*8, which 
defines cottage industries as industries where no power is used and the 
manufacture is carried on, generally speaking, in the home of the artisan 
himself and occasionally in small “karkhanas” where not more than 9 
workers are employed. 
a R. H. Tawney, op. ciU, p. 111. 
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In many rural districts the types of industrial occupation 
to which different peasant families have recourse as a supple* 
mentary source of income are partly determined by their capa¬ 
city for capital investment. The poorer peasant families can 
only afford to engage in handicraft work which is very simple 
in technique, requiring much labour but little equipment; and, 
as a rule, the income earned from such industrial activity is 
extremely low. The richer peasants, on the other hand, who 
have comparatively large holdings of land and are able to save, 
are often engaged in rural industries which involve more com¬ 
plicated productive techniques, requiring more elaborate and 
expensive implements, longer periods of production, and hence 
larger amounts of fixed and working capital; the returns from 
such industries are, of course, much higher. 

An illustration of the simpler and the more elaborate types 
of rural industries may be found in a recent case study of a 
Chinese village, Yit’sun, in the province of Yunnan. 1 The 
abundant supply of bamboo, an industrial raw material which 
can be put to many uses, has Jed to the development of two 
different types of rural industry in that village: basket weav¬ 
ing and paper making. The former is undertaken almost ex¬ 
clusively by the poor families of the village, those with the 
smallest holdings. It requires little capital and no special 
skill; a wedge-shaped knife and a scraper are the only tools 
needed. The gross profit per day of labour devoted to basket 
making averaged about 60 cents in December 1939; after allow¬ 
ing 35 cents for the cost of food, the net profit thus amounted 
to only 25 cents. The return from this type of rural industry 
is therefore very low, even lower than the wage earned by farm 
labour, which at that time was 50 cents for male workers and 
30 cents fo« female workers, plus bog^d provided by the em¬ 
ployer. Nevertheless, the poorer peasants make baskets dur¬ 
ing the slack season for lack of more remunerative work. 

The paper industry in Yit’sun, on the other hand, is operated 
only by the village families owning large holdings of land. 
Some of these landholders are also moneylenders in a small 
way. Compared with basket weaving, paper making is a 
capitalist enterprise. A simple traditional paper mill in China 

'For a detailed study of the economic life of this village, see Earth* 
lovncl China, op. cit., Part II: “Yit’sun: Rural Industry and the Land”, 
pp. 135-202. 
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Consists at least of 4 'several pools in which the raw bamboos 
Are decomposed by chemicals, a stone grinder by which the 
decomposed bamboos are ground into fibres, two filters upon 
which the bamboo fibres form e. sheet of residue, and a baker 
on which the thin shoots of bamboo fibres are baked into 
paper”. 1 The minimum fixed capital required for setting up 
such a paper mill in Yit’sun amounted to at least 1,000 dollars 
in 30.19. The purchase of raw materials, chemicals and fuel, the 
transport of lime, and, in some cases, the wages paid to hired 
skilled labour called for a total annual working capital esti¬ 
mated at approximately 1,210 dollars. At the price of paper 
then ruling in the neighbouring markets, the output of a normal- 
sized mill in 1939 was worth about 2,560 dollars, thus giving 
a net income of 1,350 dollars. The annual rate of profit was 
\erv high. It amounted to about 60 per cent, for a working 
year of 160 days, the usual period, and it would have been as 
much as 88 per cent, if the mill had worked throughout the 
year. The return from investment in paper making was said 
to be several times greater than the return from investment in 
land. 

The above example, though it may not be typical, is neverthe¬ 
less worth consideration, because it suggests one significant 
fact: in at least some rural areas in Asiatic countries, the 
poorer peasants, whose holdings are small and who have 
most need of earning a supplementary income from rural 
industry, are, in fact, those who earn least from this source; 
and the opposite is t ue of the bettor-off peasants with large 
holdings and surplus income. While the two different types 
of rural industry described above—basket weaving and paper 
making—have together helped to raise the level of income and 
employment for the village as a whole, they have also tended 
to increase, instead of reducing the inequality of income distri¬ 
bution among the inhabitants of the village, because of the 
great difference in the rates of profit they yield. 

Another important aspect of the rural industries is the size 
•cf the market. In som* of these industries, the products manu¬ 
factured by each household in its spare tfme are kept mainly 
for home consumption; only a small amount of surplus out- 


1 Yu-I Li, Hsiao-Tung Fei and Tse-I Chang : Three Types of Rural 
Economy in Yunnan (New York, Institute of Pacific Relations, 1943), 
p. 32. 
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put, if any at all, is disposed of on the market. One outstand¬ 
ing example is the handloom weaving industry in China, India, 
and other Asiatic countries. The women of rural households 
generally weave the cloth needed by the members of the family, 
and sometimes obtain a small amount of cash* from the sale 
of the surplus cloth they produce. It should, however, be 
pointed out that hand-weaving in these countries is not only 
a subsidiary occupation in rural areas, but also one of the chief 
full-time occupations for non-factory industrial workers in 
both rural and urban areas. £ome rural industries minister to 
the simple needs of the whole village, and sometimes of a few 
neighbouring villages as well. In other words, they have a 
clearly defined, though limited market. Carpentry, black- 
smithing, pottery, tannery, and oil pressing are examples. In 
most villages these are full-time occupations, and in some parts 
of Asia the trade in these products is still by barter. A further 
stage is reached when the market for a rural industry, though 
still local in character, extends beyond the village to the 
adjacent towns and cities. Most of the food and raw-material 
processing industries belong to Ibis group. Among them may 
be mentioned rice husking, flour grinding, tobacco manufac¬ 
ture, paper making, cottou ginning, and sugar refining. Hand 
spinning and weaving may also be placed in this category in 
so far as the products are sold on the market through dealers. 
In this case, the nature of the raw materials used and the cost 
of transport are determining factors. 

On the other hand, some rural industries cater for very 
large markets and a few for the export trade. Sericulture and 
silk reeling are prominent examples of this group. In certain 
parts of China, the silk industry constitutes the most impor¬ 
tant of all rural industrial occupations. Before the war, silk 
exports provided China with a large amount of foreign ex¬ 
change and were at the same time a main source of rural 
income. The silk industry has long been established also in the 
villages of India and several other Asiatic countries. Among 
other rural, handicraft industries with extensive domestic and 
foreign markets are those which specialise in the manufacture 
of artistic luxury products, such as embroideries, carpets, 
shawls, and certain kinds of metal work. In the Philippines, 
for instance, embroidery has been a major export industry, 
which, together with dressmakirg, employed over 113,810 work- 
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ers in 1939, and accounted for over 18 per cent, of the total 
Industrial employment. The embroidery exports in 1939, nearly 
all of which went to the United States, amounted in value to 
10.7 million pesos. 

A rural industry which caters mainly for the needs of the 
producers ’ own households is naturally little influenced by 
market conditions, but as soon as it produces for a wider 
market, the extent of its activity is affected directly by fluctua¬ 
tions in the income of the village in which it is located, and iu 
some cases by changes in the demand in more distant towns 
and cities; in a few, though important cases, the prosperity 
of the industry depends direct]y upon the movement of world 
demand. The extent to which an Asiatic village may be re- 
' garded as an isolated economic unit is therefore determined in 
part by the types of the local rural industries. Even where 
an industry is limited to the Jocal market, it may be affected 
indirectly by outside economic forces, for example, by changes 
in consumers’ tastes. 

From the occupational point of view, rural industries in 
Asiatic countries may be divided into two types; those pro¬ 
viding part-time employment for the agriculturists, and those 
providing full-time employment for the non-agriculturists of 
the village. Industries of the first type are the more impor¬ 
tant for maintaining the income and employment of the village 
as a whole, by providing a supplementary income for the 
farmers during the slack seasons. Among the many industries 
of this seasonal type are hand weaving, silk reeling, rice husk¬ 
ing, flour milling, and cotton ginning. The full-time village 
industries (such as blaeksmithing and carpentry) are generally 
small and cannot absorb, to any appreciable degree, the chroni¬ 
cally unemployed surplus labour of the village, particularly 
in the more densely populated areas. Most of the surplus 
agricultural labour drifts into neighbouring towns and cities 
to seek employment in handicraft workshops or services of one 
kind or another. 

In contrast to the rural industries, the urban handicraft 
industries are mostly full-time industrial occupations, though 
very often they produce more or less the same types of goods. 
[While the productive unit in rural industries is, as a rub;, 
composed of the members of a single family, in urban handi¬ 
crafts the owner of the workshop often takes on a small riiim- 
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ber of hired workers. As a result there lias emerged a distinct 
class of handicraft wage earners which constitutes a large pro¬ 
portion of the urban population in Asiatic countries. The 
Wages of these handicraft workers are kept very low by the 
constant pressure of the influx of labour from the villages. In 
China, for instance, the daily cash wages of handicraft workers 
in Peiping before the war were only 40-60 cents (approxi¬ 
mately 13-20 IT. S. cents at the then rate of exchange). Not¬ 
withstanding these low wages, many of the urban handicraft 
industries make only a small profit, owing partly to their anti¬ 
quated productive technique and inefficient management, and. 
partly to competition. 


Effects of the Rise of Modern Industry 

Although they still provide the major part of industrial 
employment in Asiatic countries, the traditional handicraft 
industries, both rural and urban, have been declining steadily 
Rs a result of competition from modern factory industries at 
home and abroad. This decline has created a most serious 
'problem of social and economic readjustment with which the 
countries concerned have been struggling for many decades. 

The process is, very briefly, as follows. Machine-made goods 
are produced at less cost and sold at lower prices than handi¬ 
craft goods. Consumers prefer the cheaper goods; in some 
eases, the shift in their demand is also due to a change in 
popular taste. The result is that some handicraft industries are 
forced out of existence entirely, and others have to curtail their 
output and employment and reduce their prices by reducing 
the wages paid to the workers. In some cases modern factory 
industries also compete with handicraft industries for the 
supply of raw materials. For instance, in India the village 
handicraft tanners are no longer able to secure the best quality 
hided, as most of these are either exported to meet the increas¬ 
ing demand of modern tanning factories abroad or are bought 
. up by their powerful competitors at home for large-scale pro¬ 
duction. 

Two important examples may be cited to illustrate the com¬ 
plicated industrial readjustment caused by the competition 
” between modern factory and traditional handicraft production. 
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The Indian Handloom Industry 

The case of the Indian handloom industry is of special in¬ 
terest. Up to the first quarter of the 19th century this industry 
was prosperous: it not only supplied all domestic requirements 
of cotton cloth, but also possessed an extensive export market 
because of the excellence of its products. But with the inven¬ 
tion of labour-saving textile machinery and the consequent es¬ 
tablishment of modern cotton mills in England, the industry 
was faced with severe competition. The exports suffered first, 
and inroads were also made in the home market when the open¬ 
ing of the Suez Canal brought about a reduction of transport 
costs. The first major readjustment forced upon the industry 
by the cheap imports of cotton fabrics from abroad was the 
substitution of imported mill-spun yarn for hand-spun yarn. 

The repercussions on the handloom industry of the expan¬ 
sion of India’s own modern cotton mills require a more detailed 
analysis. Before 1900 India had few modern cotton mills, and 
most of them were engaged in the production of cotton yarn 
mainly for the handloom industry, but partly also for export, 
particularly to China. The handlooms and the mills were, 
therefore, complementary rather than competitive in the 19th 
century. During the 20th century, and especially in the inter¬ 
war period, the cotton mills made rapid progress. From 1900-01 
to 1938-39 the mill production of cotton cloth registered a nine¬ 
fold increase. If should be noted, however, that the expansion of 
modern cotton weaving during that period was made possible 
mainly by enhanced tariff protection. 1 This measure also bene¬ 
fited the handloom industry, the output of which expanded from 
827 million yards in 1901-02 to 1,265 million yards in 1936-37. 
But the proportion of the consumption of handloom cloth to the 
total Indian consumption remained virtually unaltered, because 
the cloth produced by modern Indian cotton mills replaced im¬ 
ported cloth. 

It appears certain that the handloom industry would have 
been much harder hit had foreign imports remained unchecked 

1 By 1934 the duties on cotton piece-goods imported from the United 
Kingdom stood at 25 per cent., and on those imported from other coun¬ 
tries, at 35-50 per cent.- Thus, within a short time, the Government of 
India raised a fairly high tariff wall to protect the cotton textile industry, 
and although it has been slightly lowered since, the tariff still ranges 
from 12.25 to 15 per cent, on British piece-goods, and is fixed at 50 per 
1 cent, on piece-goods from other countries. 
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than it was by the competition from domestic cotton mills 
under tariff protection. One factor which helped to sus¬ 
tain the activity of the liandloom industry was the increase 
in the total home demand for cotton cloth, due partly to a 
slight rise in the average level of consumption, but partly to a 
the steady growth of the population. The changes in the posi¬ 
tion of the handloom industry brought about by the combina¬ 
tion of these various forces during the period 1901-02 to 1936-37 
are indicated in table VII. They may^be summarised as fol¬ 
lows: (a) a slight increase in rhe volume of output; (b) a sharp 
decline in the share of the total output of cloth produced by 
the handloom industry; and (c) the remarkable stability in the 
proportion of the industry's contribution to the total cloth 
consumption in the country. 


TABLE VII. RELATIVE CONSUMPTION OF IMPORTED, MILL, AND- 
HANDLOOM CLOTH IN INDIA 


Net imports j Retained mill production J Handloom produc¬ 
tion 



Quantity 

Percentage 
of total 

Quantity 

Percentage 
of total 

Quantity 

Percent¬ 

age 

of total 

1901-02 .. 

2,042 

62-7 

387 

11*0 

827 

25-4 

1906-07 .. 

2,193 

56-5 

588 

151 

1,102 

28-4 

1911-12 .. 1 

2,362 

52-9 

1,020 

23-8 I 

995 j 

23-3 

1916-17 .. ! 

1,771 

48-3 

1,297 

35-4 ' 

598 

16-3 

1921-22 .. ! 

980 

28’4 

1,529 

44-4 j 

938 ; 

27-2 

1926-27 .. 

1,759 

34-9 

2,068 

410 j 

1,217 

24-1 

1931-32 .. 1 

760 

15*7 

2,768 

56-9 j 

1,332 

27-4 

1936-37 .. | 

753 

14-4 

3,220 j 

61-5 | 

1 

1,265 1 

241 


Source: Government of Im>ia : Report of the Fact-Finding Committee 
(Handloom and Mills) (Delhi, 1942), p. 157. 


In spite of the fact that the handloom industry has main¬ 
tained its level of output since the rise of the modern mill 
industry, it has suffered severely from the competition and its 
economic position has greatly deteriorated. Mass production 
enabled the cotton mills to lower the prices of their cloth very 
substantially in the latter part of the inter-war period. There 
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was no corresponding decline in the traditional handloom in* 
dustry’s costs of production. The handloom industry has also 
had to face growing and even more severe competition from 
the small-scale powerloom industry, which, although of quite 
recent origin, owes its success to four main advantages: low 
capital costs, the economies of mechanical production, freedom 
from the restrictions imposed by the Factories Act, and free¬ 
dom from special taxes. 

: . The difficulties encountered by the handloom industry are 
•eflected in the reduction m the number of workers employed 
a.'jd in the drastic fall in the wages of hand-weavers. It has 
been estimated on the basis of the census returns that the 
number of workers engaged in this industry decreased from 
approximately 3.3 million in 1901 to 2.1 million in 1931, or 
by no less than 36 per cent. No similar estimates are avail¬ 
able for the following decade, but it is evident that the down¬ 
ward trend continued during this period. The decline in 
wages was even more marked. According to a survey of 33 
hand-weaving centres in the provinces of Bengal, Bombay, and 
Madras, the monthly earnings of hand-weavers fell between 
1928 and 1941 by 34-38 per cent, in 4 of these centres, by 40-48 
per cent, in another 4 centres, by 50-60 per cent, in 12 centres, 
by 61-70 per cent, in 6 centres, and by 71-81 per cent, in 
7 centres. In recent years the earnings of handloom weavers 
have been particularly low. The great majority of them earned 
from 4 to 6 annas a day, and the unskilled workers only 2 to 3 
annas a day, in 1941. The skill of these workers is undeniable 
and their capital equipment is in most cases substantial; yet 
the income of the majority of hand-weavers in India has been 
reduced to that of an unskilled worker and is perhaps no 
higher today than that of an agricultural labourer. As many 
as 90 per cent, of the hand-weavers in Madras and Mysore are 
reported to be heavily in debt, a sure sign of the inadequacy 
of their income. 

The handloom industry has attempted in certain centres to 
raise its productivity by such technical improvements as the 
replacement of throw-shuttle looms by fly-shuttle looms and 
the introduction of dobbies and jacquards. This is probably 
one of the reasons why the level of output has been maintained 
with a much smaller working force. Increasing efforts have 
also been made to. adapt the production to changes in con- 
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sumers’ tastes. But in spite of all these adjustments, there 
is grave doubt whether the handloom industry, with its present 
structure and organisation, can survive the competition from 
the modern mills much longer. Any further expansion in 
Indian modern cotton mill industry will take place mainly 
at the expense of handloom products instead of, as in the past, 
at the expense of imports, for the obvious reason that imports 
of cloth into India have already diminished to a negligible 
quantity. As the cotton mills are planning to modernise their 
equipment, intensify the training of technical personnel and 
operatives for skilled work, and adopt modern methods of 
management, it seems certain that their productivity will rise 
rapidly in the future. Similar progress can hardly be ex¬ 
pected of the handloom industry, and the cost differentials be¬ 
tween the two industries are therefore likely to become larger. 
The extent to which the handloom industry will be able to 
maintain its position in the future will depend in part on its 
ability to make far-reaching improvements in its own organi¬ 
sation and technique, and in part upon the rate of increase in 
the national income. An expansion of the total effective de¬ 
mand for cotton textiles should give the handloom industry 
some chance of survival, at least for a time. 

The experience of the handloom industry in India has been 
described at some length, not only because of its importance 
in the industrial structure of India but because a similar 
process of readjustment has been taking place in the handi¬ 
craft cotton textile industry in many other Asiatic countries, 
consequent upon the advent cf modern cotton mills at home 
and abroad. In China, os in India, it was also the hand¬ 
spinning industry which was the first to be affected by the 
competition from modem mills. The latter have now become 
the main suppliers of cotton yarn to the Chinese hand-weavers. 
The Chinese hand-weaving industry started to decline rapidly 
:in the early ’thirties, particularly in Kao-Yang, the well-known 
Land-weaving centre in Hopei province, and many independ¬ 
ent weaving families have been forced out of business or have 
taken to working for the local cloth shops: the proportion of the 
independent weavers to the total number of hand-weaving fami¬ 
lies in Kao-Yang fell from 65.5 per cent, in 1912 to 10 per cent, 
in 1933, while that of weavers in paid employment rose from 
24.5 to 90 per cent. 
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The Chinese Silk Industry 

The Chinese traditional silk industry provides another out¬ 
standing example of the decline of the older forms of industry, 
it differs in several important respects from the Indian hand- 
loom industry. Unlike the latter, which is mainly a full-time 
industrial occupation, the traditional silk industry in China, 
as indicated before, is primarily a rural industry providing 
part-time employment and a supplementary income for the 
villagers. The Indian handloom industry produces for home 
markets, but the Chinese traditional silk industry produces 
mainly for export. As lias been seen above, the cotton hand- 
loom industry is now dependent upon modern mills for the 
supply of raw materials, but in the silk industry the position 
is reversed. The modern silk factories have to rely on the 
rural industry for their supply of cocoons. 

The first stage of silk production, that of raising silkworms 
and cocoons, is in the hands of the rural industry; in the second 
stage, silk reeling, the rural industry and the modern factories 
are in competition with each other. 

Because of these special features, the forces working towards 
the decline of the Chinese rural silk industry are more com¬ 
plex than those operating in the case of the Indian handloom 
industry. In analysing the process of the decline in recent 
decades, it is essential to distinguish between the cyclical and 
the long-term competitive forces in operation. The sudden 
prostration of the rural silk industry in the early 'thirties was 
due mainly to the drastic fall in the world demand for raw silk 
caused by the world economic depression. In 1934, for instance, 
the price of silk fell to only * ne third of the 1930 figure. But the 
decline of the industry had begun much earlier, and it conti¬ 
nued throughout the subsequent period of world recovery. 
The reason for this secular downward trend must be sought in 
the long-term competitive forces that were at work. There 
were at least three such forces acting simultaneously. First, 
the establishment of modern silk reeling factories in China's 
own industrial centres. This was a severe blow to the tradi¬ 
tional rural silk industry, since machine-reeled silk is far 
superior in quality to the hand-reeled product, particularly as 
regards lustre, uniformity of fineness, and resistance to 
breakage. Secondly, during the inter-war period, Japan 
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emerged as a strong competitor to the Chinese silk industry 
in the export markets, especially in the United States. Before 
1909 China exported more silk than Japan, but by the early 
’thirties Japanese silk exports had come to be nearly three 
times as large as those from China. The shrinkage of the ex¬ 
port market had a greater adverse effect upon China’s tradi¬ 
tional rural silk industry than upon its modern silk factories, 
owing to the inferior quality of the rural product. Finally, 
the decline of the Chinese rural silk industry was also due in 
part to competition from the newly developed synthetic fibre 
industries abroad, which have made increasing inroads into 
the markets for natural silk. 

There was little that could be done to offset the impact ot 
these forces on the Chinese rural silk reeling industry, in¬ 
asmuch as its competition with foreign producers was mainly 
in export markets, its decline could not, like that of the Indian 
handloom industry, be arrested by tariff protection, and 
probably not even by subsidy because of the inferior quality 
of the product. For the same reason, the displacement of 
hand-reeled silk by machine-reeled silk on the home market 
could not be stopped. The Indian handloom industry enjoys 
certain advantages over the modern mills so far as the produc¬ 
tion of luxury goods is concerned. The Chinese traditional rural 
silk reeling industry has no such special resources. But even 
though hand-reeling as a village occupation were to disappear, 
this would not necessarily involve the complete elimination of 
the rural silk industry as a source of rural income. The 
villages would undoubtedly continue to produce cocoons for 
the modern silk reeling factories in the industrial centres. The 
prosperity of the readapted rural silk industry would depend 
to a large extent upon the prosperity of the domestic machine¬ 
reeling industry, which, in turn, would depend in part on its 
ability to compete successfully In the world market with foreign 
producers of natural as well as artificial silk. 



CHAPTER IV 


MODERN INDUSTRY 


In the following pages a short account is given of the mineral 
and power resources of Asiatic countries of the Far Eastern 
legion and of the extent to which modern industries have been 
developed on the basis of these resources. The effects of this 
development on the foreign trade of these countries are then 
discussed. The concluding sections of the chapter describe the 
part played by foreign or outside capital in developing the 
resources and call attention to some of the principal factors 
which have favoured or retarded the growth of modern 
industry. 


Mineral and Power Resources 

Any estimation of the mineral resources of Asiatic countries is 
beset with particular difficulty. Where mining is still pur¬ 
sued by primitive methods, as in parts of China, there is little 
specific information available concerning the • quantity and 
quality of ore reserves. Most quantitative evaluations of 
mineral reserves refer only to areas definitely known to contain 
higher-grade ores and ignore the existence of lower-grade ores 
which. could, with improvements in technique or methods of 
•exploitation, be economically worked in the future. For these 
reasons the following survey is perforce very incomplete. It 
is. probable that additional resources exist which will be brought 
to light by future surveys 

The latest estimate made for China by the National Geologi¬ 
cal Survey, in 1942, places the country’s iron reserves at 
1.694 million tons; over two thirds of this total consist of the 
low-grade deposits of Manchuria, with an average iron content 
of about 35 per cent. The other deposits have a high iron con¬ 
tent, from 60 to 63 per cent. However, these deposits give 
China only about 4 tons per head of population as compared 
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with the United States figure of 38 tons. Since the above esti¬ 
mates were made, new deposits have been discovered in Man¬ 
churia, estimated variously at 100 million and 1,300 million 
tons. Coal reserves are estimated at about 240,000 million 
tons; they should be sufficient for China’s needs for a long 
time; only 8 per cent, of these deposits are located in Manchu¬ 
ria. Manganese ores are estimated at 22.5 million tons, 
tungsten ores at 1 million tons, and pure antimony at 3.6 
million tons. In addition, there are large deposits of tin ore 
and bauxite and smaller amounts of copper, lead, zinc, and 
other minerals. The oil reserves are reported to total 4,337 
million barrels—about one quarter of the figure for the United 
States, which has the largest oil reserves in the world. Hydro¬ 
electric power, when developed, is estimated to be able to pro¬ 
vide 22 million hp. during 95 per cent, of the year and 41 
million hp. during 50 per cent, of the year. 

The iron ore reserves of India are estimated to be about 
3,000 million tons, or three fourths the size of the United States 
deposits, but they are of a higher grade, with an average iron 
content of 64 per cent. Coal reserves are reckoned at 36,000 
to 60,000 million tons, of which 5,000 million tons are of high 
quality, including 1,400 million tons of coking coal. There are 
also very large deposits of manganese and considerable deposits 
of high-grade bauxite, chromite, mica, copper ore, magnesite, 
and other minerals. Potential hydro-electric power is esti¬ 
mated at 27 million hp., second only to that of the United 
States. 

Siam possesses abundant reserves of minerals, among which 
may be mentioned cassiterite (tin ore), wolfram and scheelite 
(tungsten ores), antimony, iron, gold, copper, lead, zinc, molyb¬ 
denum, sapphires and zircons. Of these, however, only tin 
and wolfram ores, are mined on a commercial basis, while gold, 
antimony, and precious stones are produced on a small scale. 
Iron is widely distributed throughout the country in the form 
of magnetite, hematite, and limonite. The working of one of 
these deposits has been begun and it is expected that the 
country’s requirements of steel could be met locally in the near 
future. As regards coal, there are low-grade lignite deposits of 
tertiary age. Power is at piesent derived mainly from fire¬ 
wood from the dense forests covering the country; however, 
efforts are being made to utilise the swift mountain streams. 
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for hydro-electric power development, though an extensive pro¬ 
gramme may prove impracticable on account of the flatness of 
the land in the central and north-eastern sections. 

No estimates of Burma s resources are available, but it is 
known that it has considerable deposits of oil, lead, tungsten 
ore, tin ore, silver, and zinc. It has no known reserves of coal 
or iron. 

Ceylon has a variety of minerals, but, with the exception of 
graphite, none of them in really substantial quantities. Gra¬ 
phite is found in veins from a few inches to several feet in 
width, either pure or in association with other minerals. 
Precious stones, such as sapphires and rubies, and semi-precious 
stones, such as cat’s eyes, alexandrites, aquamarines, topazes, 
tourmalines, zircons, spinels, and garnets, are found in consi¬ 
derable quantities, almost entirely in alluvial gravels. Such 
gravels also contain various thorium and uranium-bearing 
minerals, the most important ol which is thorianite. At various 
points along the coast there are “black sands”, natural con¬ 
centrates of the minerals ilmenite, monazite, and zircon; the 
black colour is caused by the predominance of ilmenite. One 
deposit at Pulmoddai, 35 miles north of Trincomalee, is esti¬ 
mated to contain at least 3.5 million tons of ilmenite. Mod¬ 
erate quantities of phlogopite mica of good quality occur in 
association with crystalline limestones. Large quantities of 
kaolin and glass sands are found in different parts of the island, 
and iron ore, magnesite, and a few other, minor, minerals exist 
in small quantities. If all the available hydro-electric power 
resources were utilised, it would be possible to generate 1 million 
hp. a year. The existing electric supply systems use fuel as 
a source of energy and generate 31 million hp. a year. 

Anthracite deposits in Indo-Ohina are very extensive and 
easily worked. The known reserves are estimated at more than 
120 million metric tons, and there are also large reserves of soft 
coal in different parts of tlie country. Considerable deposits of 
tin occur in several places, and there are smaller deposits of 
adnc, iron, manganese, tungsten, lead, and phosphate. These 
various resources have not yet been exploited to any great 
extent. The country is mountainous and has large potential 
hydro-electric power resources in the numerous rivers; the rain¬ 
fall is adequate to maintain the electric supply •throughout the 
Jfcar. 
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Extensive tin and petroleum deposits have long been exploited 
in Indonesia, but other resources, including valuable deposits 
of medium-grade iron ore, bauxite, manganese, gold and silver, 
are so widely dispersed that substantial capital investment would 
be required for their development. There are fairly large re¬ 
serves of coal, but -hardly any suitable for coking. Potential 
hydro-electric power is considered to be relatively large. 

Malaya is rich in minerals, the principal metals mined being 
tin, tungsten, gold, and cnal. Even though the tin mines have 
been worked intensively, considerable reserves of tin ore arc still 
available. Valuable deposits of iron ore, bauxite, manganese, 
phosphates, and other minerals are known to exist. 

High-grade iron ore deposits in the Philippines are reported 
to be small—about 10 million tons. There are deposits of 50G- 
3,000 million tons of low-grade ore, but they would be very 
expensive to work. The coal desposits are small, and seven 
eighths of the country’s coal supply has to be imported. 
Chrome ore deposits are estimated at 10.5 million tons, and the 
Masinloc reserves are the largest known deposits of chrome ore 
in the world. Gold is mined in large quantities. Copper and 
manganese also exist in small quantities. Although the pos¬ 
sibilities of developing hydro-electric power are reported to 
be large, the cost of exploiting them would be exorbitant. The 
lack of cheap electric power is obviously an obstacle to indus¬ 
trial development. 

The rich deposits of nickel and chrome ore in New Caledonia 
should also be mentioned. New Caledonia is the world’s second 
largest producer of nickel ore. next only to Canada, and is 
one of the leading producers of chrome ore. In 1938 it pro¬ 
duced 12,900 metric tons of nickel ore, or about 11 per cent, 
of the world output, and 26,700 metric tons of chrome ore, or 
5 per cent, of the world output. 

The Asiatic countries of the Far Eastern region thus possess 
sufficient resources to attain a considerable degree of indus¬ 
trial development. These resources must, of course, be consi¬ 
dered in relation to the large populations of the areas con¬ 
cerned. The statistics of actual production in recent years 
given below show, however, that on the whole these resources 
have as yet scarcely been touched. It is reasonable to sup¬ 
pose that if they are developed fully, the standard of life of the 
population can be raised considerably above its present low lev6l. 
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Scope and Structure of Modern Industry 

In most Asiatic countries, modern industrial development, 
notwithstanding its effects on the traditional industries, is as 
yet very limited in scope. Industries using power-driven macbi* 
nery and large-scale methods of production still account for 
only a small proportion of total industrial employment and 
output. The rough estimates given in the preceding chapter 
suggest that in none of the countries mentioned was the number 
of factory workers before the Second World War much more 
than 10 to 15 per cent, of the total number of industrial work¬ 
ers. The ratio of the output of modern industrial establish¬ 
ments to total industrial output in most of these countries can¬ 
not be precisely determined for lack of the necessary data, but 
it is probably very low. Out of an estimated average annual 
national income of 35,200 million dollars in China during "he 
period 1929-1934, the output of modern industrial establish¬ 
ments accounted for only 800 million dollars, or approximately 
2 per cent., as compared with the output of traditional indus¬ 
tries and other trades, valued at 6,000 million dollars, or 17 
per cent, of the total. 

Comparison with the position in advanced industrial countries 
reveals even more strikingly the underdevelopment of modem 
industry in Asiatic countries. Industrial capital forms a large 
part of a country’s total stock of real capital, and the latter 
figure is therefore a fairly good index of the degree of indus¬ 
trial development. It has been estimated that during the period 
1935-1938 real capital per head of the working population in 
terms of international units 1 was 18Q in China, 580 in India, 
and 380 in the rest of Asia and Oceania exclusive of Australia 
and New Zealand, as contrasted with 5,000 in the United King¬ 
dom, 4,400 in Australia, 4,360 in the United States, 4,240 in 
Canada, 2,740 in France, and 1,350 in Japan. The same differ¬ 
ence between the two groups of countries appears in the figures 
of factory output. # During the period 1926-1929 the annual 
average gross value per head in U. S. dollars of factory produc¬ 
tion other than foodstuffs for the populations of China and India 
taken together is estimated to have amounted to only $2, as com¬ 
pared with $262 in the United States, $154 in the United King - 
dom, $134 in Germany, $120 in France, and $46 in Japan. The' 

* See above, p. 1. 
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average annual value of factory output in India at 1926-1929 
prices was about U. S.$1.5 per head in 1896-1900 and U.S. $4.9 
in 1936-1938. The rate of increase in absolute terms was thus 
exceedingly slow. It has not been found possible to make simi¬ 
lar comparisons for other Asiatic countries, but there seems 
little doubt that before the Second World War modern indus¬ 
try played asjimited a role in their economies as it did in China 
and in India. 

The relative importance of mining and manufacturing in 
the modern industrial development of China and India up to 
the outbreak of the last war differed markedly from that in 
other Asiatic countries. In both China and India, modern in¬ 
dustry consists mainly of manufacturing, and mining plays only 
a minor role. Of the total number of persons engaged in fac¬ 
tory production and mining in the Indian provinces and State3 
in 1938, over 83 per cent, were employed in factories and only 
37 per cent, in mines. Comparative figures are not available 
for China, but it is generally known that before the war the 
modern mining industry was even less developed than manu¬ 
facturing. In most other Asiatic countries, the position seems 
to be reversed: the mining industry is much more developed 
than manufacturing and provides a far greater share of modern 
industrial output and employment than it does in China or 
India. The number of workers employed in modern mining in 
ludo-China represented about 39 per cent, of the total employed 
in modern industry in 1938 (47,000 out of 120,000 workers). 
During the late ’thirties the mining industry in Indonesia em¬ 
ployed some 600,000 workers, nearly twice as many as those 
employed in large-scale factory industry. Modern mining holds 
a similarly prominent place in the economies of Siam, Burma, 
Malaya, and, to a smaller extent, the Philippines. The rela? 
tively greater importance of mining in the modern industrial 
structure of all these countries is due partly to their wealth of 
certain mineral resources, but mainly to the undeveloped state 
of their modern manufactures, which have only recently been 
established. 

Mining 

The figures fbr China’s output of the chief mineral products 
before the war are given in table VIII. Several features de¬ 
serve special notice. The production of basic minerals is small. 
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TABLE VIII. MINERAL PRODUCTION IN CHINA 


Mineral 


Year 

Metric tons 

Coal 


.. 1936 

34,260,0001 

Iron ore: 


1934 


Modern mines 



2,136,000 s 

Native mines 



409,000 

Mineral oil (gallons) .. 


1936 

28,454,000 8 

Copper 


1934 

400 

Lead ore 


1934 

6,600 

Tungsten ore 


1936 

7,000 

Antimony (regulus) .. 


1930 

13,000 

Tin 


1936 

11,000 


Source: Chinese Year Book , 1944-45 (Shanghai, 1940), pp. G54-6C0 (estimates of the 
Geological Survey of China). 

^Including 12,000,000 tons produced in Manchuria, including 1,185,000 tons produced 
in Manohuria. including 28,344,000 gallons produced in Manchuria. 

The coal output per head in 1940 amounted to only about 
0.07 metric tons as compared with 4.75 tons in the United States. 
The output of iron ore and of mineral oil was even smaller. 
Another outstanding feature is the importance of Manchuria 
in China's mineral production. Immediately before the war 
Manchuria accounted for 35 per cent, of the total output of 
coal, 55 per cent, of the iron ore, and over 99 per cent, of the 
mineral oil. As Manchuria was under Japanese occupation 
during the ’thirties, the major part of the output of these three 
basic minerals during this period was not available for China’s 
own use. China has been the world’s largest producer of 
antfyiony and tungsten; the production before the war amounted 
to about 40 per cent, of the world’s output of tungsten and 
60-90 per cent, of the antimony. 

Mineral production in India before the war was also small, 
both in terms of output per head and in the share it formed 
of the country’s total modern industrial production. Table IX 
gives the volume of employment and the value and quantity of 
output in 1938 for various mining industries. It will be seen 
that, as in China, coal mining is by far the most important 
mining industry, accounting for approximately half the total 
employment in mining of all kinds and half the total 
value of mineral production. But the coal output per head 
is quite small; in 1940 it was estimated at 0.07 tons, a figure 
very dose to that for pre-war China. The production of iron 
ore in India before the war was not much greater than in China, 
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TABLE IX. PRINCIPAL MIN174G INDUSTRIES IN INDIA 1 , 1938 




Production 

Miners 

Number of 
persons 
employed 2 

Value 

Quantity 

... 

Coal .. 

226,887 

,000 rupees 

106,424 

28,342,906 bona 

Salt 

57,665 

* 

* 

Manganese ore 

34,080 

40,051 

992,795 „ 

Mica 3 

31,066 

4,204 

123,169 ewts 

Gold 

24,200 

30,475 

321,138 oz. 

Iron ore 

19,577 

4,857 

2,743,675 tons * 

Petroleum 

7,655 

16,543 

87,082,371 galls. 

Copper (ore and matte) 

2,743 

3,240 

288,127 tons 

Chromite 

1,958 

682 

44il*> „ s 

Magnesite 

1,686 

160 

25.«U „ S 

Diamond 4 

1,005 

69 

1,729 carats 

Ilmenite 

1 

1,546 

252,220 tons 

Monazite 

y 4,856 

233 

5,22! „ 

Zircon 

40 

1,450 „ 

Silver 

J * 

30 | 

I 22,295 on. 

Graphite 

* 

20 

1 

| 458 tons 


Source: Statistical Abstract for British India , 1930-31 to 1939-40 (London, 1943), 
pp. 575-588. 

including both provinces and States. * Average number of persons employed daily in 
the production of minerals from mines for whioh reliable returns of labour statistics arr avail¬ 
able. 8 Figures for value and quantity of production relate to dressed mica only and are in¬ 
complete. ‘Figures incomplete. 

♦Figures not available. 

including Manchuria. India produced about three times more 
petroleum in 1938 (after the separation of Burma) than China 
did in 1936. Of greater significance is the prominent place 
of manganese ore, mica, and gold in India’s mineral production. 
Next to coal and salt, these are the three largest mining indus¬ 
tries in terms of employment. India was at one time one of 
the world’s leading producers of manganese. Its share in world 
production was as high as 41 per cent, during the period 1909- 
1913, but in the last few decades the production in Russia has 
increased considerably; during 1934-1938, India produced 
only 17 per cent, of the world output. India also supplies the 
world market with large quantities of mica, ilmenite, and 
monazite. 

The South-east Asia region as a whole is noted for the pro¬ 
duction of tin, although the importance of tin as compared 
with other mineral production varies considerably in different 
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parts of the region. The metal content of the tin ore produced 
in 1939 in Siam was 16,200 metric tons, in Burma 5,400, in Indo- 
China 1,500, in Indonesia 28,300, and in Malaya 54,200.! Among 
world tin producers, Malaya ranks first, Indonesia second, 
Bolivia third, Siam fourth, and China fifth. 

The output of the Siamese mines other than tin mines has 
hitherto been very small. The total value of the tin produced 
is about 4 million ticals a year. 

The important role of mining in the economy of Burma is 
reflected in the large amount of outside investment in mining 
companies—about £31 million up to 1940—as against only £5.5 
trillion in banking, trade and manufacturing. The dominant 
position among the various mining industries is held by petro¬ 
leum, which accounts for over half the total outside capital 
invested in mining. Other important mineral products are 
lead ore, tungsten ore, tin ore, silver, and zinc concentrates. 
The average annual volume and value of production during the 
period 1934-1938 for these and other minerals are shown iu 
table X. , 


TABLE X. MINERAL PRODUCTION IN BURMA, ANNUAL AVERAGE 

1934-1938 



Volume 

Value 

Petroleum 

.. 262,000,000 galls. 

£ 

3,871,350 

Lead 

73,687 tons 

1,219,233 

Tungsten ore 

4,414 „ 

419,982 

Tin ore 

6,216 „ 

744,300 

Silver 

5,943,000 oz 

582,010 

Zinc oonoentrates 

71,706 tons 

285,817 

Copper matte 

8,220 „ 

163,663 

Nickel speiss 

4,032 „ 

98,062 

Antimonial lead 

1,269 „ 

24,493 

Iron ore 

23,361 „ 

7,018 

Gold 

1,205 oz 

7,089 

Rubies and sapphires 

131,499 carats 

7,346 


Source: Sir Lewis Fermor ; “ Burma's Mineral Resouroes and the War ", in Asiatic 
Review, Vol XXXVII, No. 129, Jan. 1941, pp. 158-159. 


Plumbago is the only mineral, apart from gems, mined on a 
large scale in Ceylon. Though the two world wars brought 
a boom to the industry, it suffered during the inter-war years 
from price fluctuations. In 1940, it employed 18,000 workers 

1 According to information supplied by the Government of the Malayan 
IThion, Siam sported 16,970 long tons of metallic tin in 1939, Burma 
6,964, Indonesia 31,410, and Malaya 56,000. 
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and produced 24,003 ton* for export (valued at 5,739,146 
rupees), but in 1946 not more than 1,785 workers were em¬ 
ployed, and 8,082 tons (valued at 3,521,847 rupees) were ex¬ 
ported. There are only 6 large mines using modem mechanical 
devices., 

Coal is the most important mineral mined in Indo-China. 
Coal production in 1937 was approximately 2.3 million metric 
tons, or in value about 63 per cent, of the total mineral output. 
Zinc ore is mined on a much smaller scale, and this industry 
has declined steadily since the middle of the ’twenties. By 
1937 production had fallen to 10,600 tons from a peak volume 
of 61,900 tons in 1926. 

Indonesia is the largest producer of petroleum in the Far 
Bast. In 1939 this industry employed 30,849 workers, while 
those employed in the tin industry numbered about 20,000. 
The production of crude oil increased rapidly during the 
’thirties, from 4.7 million metric tons in 1931 to 7.4 million 
in 1938, when it formed about 3 per cent, of world oil produc¬ 
tion. The production of coal, bauxite, and manganese is of 
much less importance. Coal is mined mainly for local consump¬ 
tion. The mining of bauxite was begun only in 1935, and in 
1939 the production amounted to about 246,000 tons. 

Tin ore accounted for 83 per cent, of the value of Malayan 
mineral production in the period 1934-1938. The production 
of tin ore (metallic tin) in 1939 was 46,827 long tons. In the 
same year Malaya also produced 1,942,521 tons of iron ore, 
441,025 tons of coal, 514 tons of tungsten ore, 92,256 tons of 
bauxite, 31,448 tons of manganese, 11,098 tons of ilmenite (ex¬ 
port figure) 494 tons of kaolin, and 41,165 tons of gold. The 
total number of workers employed in the mining industry was 
88,051, most of them in the till mines; more than 75 per cent, 
of this total were Chinese, and the rest were Indians, Malays, 
and Siamese. 

The ’thirties saw a marked expansion of the mining industry 
in the Philippines. The most important mines are the gold 
mines. After the passage of the United States Gold Reserve 
Act of 1934,* which raised the statutory price of gold to $35 
per fine ounce, the gold mining industry in the Philippines ex¬ 
panded rapidly until 1940, when gold output amounted to 1.1 
million fine ounces valued at 76.8 million pesos, as compared with 
182,000 fine ounces valued at 7.5 million pesos in 1931. Other 
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mining industries, though less important, also progressed rapidly 
during this period. Under the stimulus of Japanese buying 
there was a considerable increase in the production of iron ore. 
Between 1936 and 1939 the output of coal rose from 24,706 
tons to 55,585 tons, that of chrome ore from 6,645 tons to 186,002 
tons, and that of copper concentrates from 5 tons to 7,957 tons. 
The production of copper ore increased from 13,000 tons in 
J937 to 29,874 tons in 1940. Particulars of the total mineral 
production of the Philippines are given in table XI. 


TABLE XI. TOTAL VALUE AND VOLUME OF PHILIPPINE MINERAL 
PRODUCTION DURING THE FIVE YEARS 1936-1940 


\ 

Gold. 

Volume 

4,352,659 oz. 

Value 

pesos 

303,140,679 

Iron ore 

4,505,542 tons. 

18,383,363 

Copper concentrates 

20,144, „ 

7,521,540 

Chrome ore 

444,667 „ 

7,460,438 

Silver 

5,145,964 oz. 

7,091,946 

Manganese 

167,470 tons. 

3,664,489 

Copper ore 

85,940 „ 

2,273,852 

Lead, zinc 

.. 

313,001 

Source : Philippine, Mining Year Bool', 1941. p. 18. 

349,849,308 


The relative importance of mining in the structure of modem 
industry in Asiatic countries not only varies greatly from coun¬ 
try to country; there are also marked differences in the types 
of s minerals they produce. Most of them have so far concen¬ 
trated on exploiting those mineral resources of which they have 
a relatively abundant supply. From the standpoint of future 
industrial development, three main points call for consideration. 
First, what are the potential reserves of those minerals which 
have already been mined on a large scale, such as tin in Malaya 
and petroleum in Indonesia, and how far can these mining 
industries be further expanded ? Secondly, assuming that these 
industries are physically capable of further expansion, would 
it be in the interest of the countries concerned to develop them 
still further, having regard to the underlying conditions of 
world demand for and supply of these minerals! Thirdly, in 
view of the uneven distribution of the different types of mine* 
rals, might it not be greatly to the advantage of the countries 
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concerned, and in the long run, to the rest of the world as a 
whole, to co-ordinate closely their various programmes for the 
development of mining industries? 

Manufacturing 
Producers 9 Goods Industries . 

A striking feature of the structure of modern manufacturing 
industry in most Asiatic countries is the very small part played 
by the basic producers’ goods industries, particularly iron and 
steel and other metallurgical industries and the engineering and 
chemical industries. 

These basic industries were only very slightly developed in 
China (excluding Manchuria) before the Second World War. 
Pig iron production in 1936 amounted to only 155,640 tons and 
the pre-war, annual steel output was estimated at as little 
as 50,000 tons. The modern engineering industry in China 
consisted mostly of small-scale machine shops engaged primarily 
in repair and assembly work; lifhited quantities of lighter types 
of machinery, such as agricultural implements, pumps, lathes, 
and steam and petrol engines were also produced. Industries 
producing basic chemicals, such as acids, alkalis, and nitrogen 
products, were just beginning to be established, and their 
outpnt met only a negligible part of the country’s small demand 
for chemicals. Over 100,000 piculs of acid a year were im¬ 
ported before the war. 

Industrialisation in Manchuria, however, advanced rapidly 
during the 14 years of Japanese occupation. In particular, 
the basic producers’ goods industries were developed as an 
integral part of Japan’s war production programme. Along 
with the intensified exploitation .of mineral resources, there was 
a marked expansion of the metallurgical, engineering, chemi¬ 
cal, and electric power industries during the ’thirties. By 
1887, the year of the outbreak of the Sino-Japanese War, the 
output of pig iron had reached 762,000 metric tons, or 120 per 
cent, above the 1931 level. Between 1935 and 1937 the output 
Of steel ingots rose from 137,000 to 427,000 metric tons, and 
the output of sfeel manufactures from 25,000 to 370,000 metric 
tons. The output of sulphate of ammonia amounted to 179,083 
tons in 1937, compared with 28,948 tons in 1933. The genera* 
Hon of electricity increased from 593 million kwh. in 1982 
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to 1,600 million kwh. in 1037. The relative importance oi 
the batic producers' goods industries in the structure of modem 
manufacturing industry in Manchuria in 1936 may be seen 
from table XII, which gives the percentage distribution by 
value of the output of different industries. It is not yet known 
how much of the modern industrial equipment in Manchuria 
escaped wartime destruction and is in productive use at the 
present time. 


TABLE xn. MANUFACTURING PRODUCTION IN MANCHURIA, 1936 



i 

Valoe of production 


No. of 



Industrial group 

factories 

Million 

yen 

Percentage 
of total 

Chemicals 

932. 

167*2 

21*3 

Foodstuffs 

1,208 

166*7 

21*0 

Metals 

986 

151*9 

19*3 

Textiles .. 

2,066 

111*0 

14*1 

Machinery and tools 

628 

50*4 

6*4 

Ceramics .. 

683 

28*4 

3*6 

Lumber and woodworking ... 

664 

24*9 

3*2 

Printing and bookbinding 

434 

150 

1*9 

Miscellaneous 

1,640 

72*3 

9*2 

Total ‘ .. 

... - j 

9,030 

786*8 

100*0 


Source': Japan-Manchukuo Tear Book , 1840. 


Factory production is more diversified in India than in most 
other Asiatic countries. Private mineral and metal processing 
industries accounted for only 8.2 per cent., and private engi¬ 
neering industries for no more than 8.5 per cent., of tqtai 
factory employment in 1939. Bail way workshops accounted 
for about 30 per cent, of employment in the engineering group. 
In 1938-39 India produced about 1 million tons of steel ingots, 
804,469 tons of finished steel, and 1.8 million tons oi pig iron; 
28 per cent, of the pig iron was exported. These figures, though 
notable for a country in the early stages of industrial develop¬ 
ment, were small in comparison with the 1937 steeL production 
of 51.4 million metric tons in the United States, 19.3 millipn 
in Germany, 17.7 million in the TJ.S.S.R., 13.2 million in 
the United Kingdom^ 7.9 million in France, and 5.8 million isr 
Japan. India produced very little machinery; before tfe? 
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and most of tlie requirements for modern machinery were 
obtained from abroad. The manufacture of chemicals was also 
inconsiderable; the number of workers employed in the industry 
was 4,750 in 1939, or only 0.27 per cent, of the total number 
in factory employment. 

In most other Asiatic countries basic producers’ goods indus* 
tries are either virtually non-existent or are confined to the 
preliminary processing of one or two minerals or raw materials, 
mainly for export. 

A 

Consumers* Goods Industries. 

Consumers’ goods industries of various kinds form the greater 
part of modern manufacturing industry in all Asiatic countries 
of the Par Eastern region. 

The structure of manufacturing industry in China before 
the Second World War and the respective contributions of 
factory and handicraft production to net output in each indus¬ 
try are indicated in table XIII. which also shows the number 
of factories and the percentage of factory workers in each 

TABLE XIII. STRUCTURE OP MANUFACTURING INDUSTRY IN CHINi, 

1933 


s 

j Net output ( S millions) 

1 

Factory workers 

Industrial group 

Factory 

Handi¬ 

craft 

Total | 

Number 

of 

factories 

Number 

(thou¬ 

sands) 

Percent¬ 
age of 
total 

Textiles 

154 

258 

412 

859 

459 

600 

Food, drink and to¬ 
bacco .. .. I 

67 

702 

769 

547 

72 

9-5 

Chemicals 

28 

22 

50 

184 

49 

6-5 

Ships and vehicles.. 

14 { 

41 

55 

56 

41 

5*4 

‘ Engineering 

22 I 

4 

26 

! 236 

38 

5*0 

day and stone 

20 ! 

54 

74 

120 

24 

3*2 

Paper and printing 

21 

56 

77 

269 

23 

30 

Clothing .. 

| 15 

82 

97 

165 

17 

2*2 

Leather and robber 

12 

37 

49 

99 

16 

2-1 

Metal produets 

13 

7 

20 

82 

7 

0*0 

Electrical apparatus 

6 

1 

7 

63 

6 

0*8 

Scientific instruments 

3 

3 

6 

74 

4 

0-5 

Timber . . % .. 

1 

46 

47 

27 

3 

0*4 

Miscellaneous 

2 

26 

28 

i, 48 

| 4 

1 

Total 

378 : 

1,389 

1,717 

2,824 

703. 

j 100-0 


8<mrce t Fao-saii 6u mm! Foh-Shen Wise, he. ek„ p. 491. 
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ease. More than half the total factory employment was in 
the textile industry. As in India, the largest branch of the 
textile industry was cottou manufacturing, which had a pro¬ 
ductive capacity large enough to meet the bulk of China’s 
domestic cotton yarn and cloth requirements. In the imme¬ 
diate pre-war years the textile industry of China (including 
Manchuria) produced annually about 122 million lbs. of cotton 
yam and 1,200 million yards of cotton cloth (about two fifths 
of the Indian mill production of cotton cloth in 1936-37) The 
second largest textile branch was silk reeling, which held the 
same position as jute manufacturing in India: both are export 
Industries. In the next important group, the food, drink and 
tobacco industries, the largest was the fliour milling industry, 
with a paid-up capital amounting to one third of that for all 
food factories in. China (including Manchuria) that came 
under the Factory Act. The output of the 66 modern flour 
milla in question was, however, only about 65 million bags of 
flour a year, or less than one fifth of the country’s annual con¬ 
sumption; the traditional handicraft flour industry and, to a 
smaller extent, imports met the remainder of the country’s 
requirements. In other branches of the modern food industry, 
including rice milling, oil pressing, and egg freezing, most of 
the undertakings were small. The chemicals group consisted 
thiefly of match manufacturing; the production of industrial 
chemicals was very small. 

The electric power industry, though the third largest fac¬ 
tory industry in capital investment, was small in terms of out¬ 
put and was concentrated in a few industrial centres. In 1936 
public utility power plants in China (excluding Manchuria) 
.produced approximately 1.7 million kwh., of which 47 per 
cent, was for industrial use. Industrial power plants gene¬ 
rated about 700,000 kwh. Although the country’s potential 
water-power resources are large, the capacity of the hydro-* 
electric plants in 1936 amounted to 3,200 kw., or less than 0.5 
per cent, of the total electric capacity. 

The relative importance of different manufacturing indus¬ 
tries in the Indian provinces is shown in the distribution of 
factory employment in 1939, particulars of which are given in 
table XIV. The textile group alone accounted for 46.5 per 
cent of total factory employment In addition some 133,000 
ptesens (in 1937) were engaged in cotton ginning, so that at 
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TABLE XIV. AVERAGE DAILY NUMBER OF WORKERS EMPLOYED IN 
DIFFERENT INDUSTRIES IN THE INDIAN PROVINCES, 1939 


(Factories subject to the Factories Act) 


I 


No. of porkers ' 


Industry group 

-In 

perennial 

factories' 

In 

seasonal 

factories 

. 

Total 

Percentage 
of total 

Textiles .. 

817,077 


817,077 

46*5 

Food, drink and tobacco 

97,407 

25,987 

150,048 

247,455 

14 i 

Gins and presses .. 

137,239 

163,226 

9-3 

Engineering 

148,424 


148,424 

8*5 

Government factories 

131,066 

1,380 

132,446 

7*6 

Chemicals, dyes, etc. 

55,945 

55,123 

1,989 

57,934 

3 4 

Processing of minerals and 
metals 

Processing of wood, stone and 
glass. 

55,123 

3*2 

52,290 

•• 

52,290 

3 0 

Paper and printing 

44,377 


44,377 
i 12,906 

2*6 

Processing of skin and hides 

12,906 

• • 

0*7 

Miscellaneous 

19,712 

167 

| 19,879 

1*1 

Total 

1,460,314 

290,823 

| 1,751,137 

100-00 

l 


Source : Statistical Abstract of British India, 1930-31 to 1939-40, op. cit., pp. 598-005. 


least half the factory workers were directly or indirectly enr 
gaged in the manufacture of textiles. The two largest textile 
industries are cotton spinning and weaving and jut© manufac¬ 
turing, which in 1939 employed 486,853 arid 298,967 workers, 
respectively, together repiesenting 96 per cent, of the total 
textile employment. Next in importance is the food, drink and 
tobacco group of industries, headed by the sugar refining (77,491 
workers in 1939), tea processing (67,303), and rice milling 
(47,446) industries. Employment in sugar refining and tea 
processing is seasonal in character. The principal capital goods 
industries are those related to the repair and manufacture of 
transport equipment, especially the railway workshops. These 
industries accounted for about half the employment in the engi¬ 
neering group and 47 per cent, of the employment in Govern¬ 
ment factories. Other industries are of less importance; to¬ 
gether they accounted for about 14 per cent, of the total factory* 
employment in 1939. 

Until recently, modern manufacturing in other Asiatic coun¬ 
tries of the Far Eastern region was mainly confined to the. pro- 
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cessing of a few kinds of raw materials which the countries con¬ 
cerned had in great abundance. 

The only important manufacturing* industries* developed 
hitherto in Siam are rice milling and saw-milling. During the 
'thirties, the Government encouraged the establishment of 
.various new industries such as brewing and the manufacture 
of cement, and itself undertook the financing and management 
of certain others, such as the manufacture of cigarettes, sugar, 
textiles, and paper, and the distillation of alcohol and spirits. 

The most important factory industry in Burma before the 
war was rice milling, which employed 41,564 persons in 1938, or 
nearly half the total number in factory employment. The three 
next largest factory industries were saw-milling (12,000-13,000 
workers), petroleum refining (9,000-10,000 workers) and textile 
manufacturing (7,000 workers). Industries of minor impor¬ 
tance included the tanning of leather and the making of furni¬ 
ture, leather goods, trunks, soap, aluminium ware, matches, 
etc. 

The principal modern industries in Ceylon are those asso¬ 
ciated with the processing of tea, coconuts, and rubber for 
export. The few industries set up in recent yea^s were estab¬ 
lished either to meet wartime shortages (matches, cigarettes, 
soap, glass, etc.,) or as Government pilot factories (plywood, 
quinine, acetic acid, paper, etc). Twelve match factories meet 
the total requirements of the island. There are 2 glass fac¬ 
tories. The bulk of the tobacco required for the manufacture 
of cigarettes is imported, but locally grown coconuts are used 
in the manufacture of soap. Before the war, Ceylon had only 
one cotton mill, with an annual production of approximately 
6 million yards; over 90 per cent, of the cloth requirements 
were met by imports, which in 1940 amounted to about 84 
million yards. There were in 1940 about 50 eleetric supply 
systems generating 31 million units a year. 

Modem manufacturing industry in Indo-China, though still 
Very limited before the war, was somewhat more extensive than 
in Siam arid Burma. The major processing industries based 
on local raw materials were rice husking and polishing, the 
distillation Of alcohol, and saw-milling. -There Were also a 
number of match and paper factories. With the rapid expan¬ 
sion of building activities, industries manufacturing building 
materials grew steadily! By the late ’thirties tile cemOnt iii- 
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dustry was not only able to supply most of the domestic re¬ 
quirements, but exported large quantities to other parts of 
Asia. A modern cotton textile industry was also established/ 
but the domestic output, of raw cotton was far from sufficient 
to meet the demand, and supplies had to be imported from the 
United States, China, and India. Several other processing in¬ 
dustries made substantial advances during the ’thirties. There 
was a particularly marked expansion of sugar refining, and a 
beginning was made with the preliminary processing of rubber. 

Indonesia presents an interesting case study in industrial 
development. Before the depression of .the early ’thirties, the 
major factory industries, as elsewhere in South-east Asia, were 
those associated with the processing of local agricultural and 
mineral products. While most of the locally produced tin ore 
was shipped abroad before being processed, the bulk of the 
crude oil was refined into various petroleum products before 
it was exported to world markets. The petroleum refining 
industry in Indor ?sia has been developed to quite a consider¬ 
able extent: in 1939, over 90 p,er cent, of the crude oil output 
was treated in local refineries before export. Sugar milling 
is another type of modern, industrial enterprise of long stand¬ 
ing. Before the depression there were 188 factories engaged 
in the milling of sugar cane, employing morle than 60,000 per¬ 
manent workers, with a peak output of nearly 3 million metric 
tons of sugar in 1928. The effects of the depression on the % 
industry were serious, but it nevertheless remained one of the 
largest processing industries in Indonesia. Among other, less 
important processing industries were the hulling of rice, the 
preliminary processing of rubber, the extraction of oil from 
coconuts and palm seeds, and the preparation of tea and 
coffee. 

A most interesting feature of the industrial development of 
Indonesia, however, was the Government’s policy of indus¬ 
trialisation, pursued during the ’thirties as a means of counter^ 
acting the forces of the depression and promoting internal 
economic stability. The Government aimed both at the ex¬ 
pansion of large-scale factory industries and at the revival and 
modernisation of the small scale traditional handicraft indus¬ 
trial The result was a rapid increase'in the number of indu& 
trial, undertakings and in factory employment during the 
*thfrtie&. The number of mechanised factories rose from 4,800 
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in 1935 to 6,100 in 1939, and fully 55,000 workers were esti¬ 
mated to have been assimilated yearly into factory industry in 
the late ’thirties. 

Two further points may be noted regarding industrial deve¬ 
lopment in Indonesia during the ’thirties. First, the growth 
of factory industries during the period was limited primarily 
to the consumers’ goods industries, particularly in respect of 
textiles, foodstuffs and tobacco, as is shown in table XV. 


TABLE XV, STRUCTURE OF 1 FACTORY INDUSTRY IN INDONESIA. 

1940 


Industry 

Number o 

Java 

f factories 

Other 

islands 

Number 
of . 
workers 

Avenge 
number of 
workers 
per factory 

Tobacco .. 

115 

2 

53,547 

464 

Textiles .. 

231 

8 

60,168 

2,100 

Repair shop and shipbuilding 

476 

116 

46,449 

78 

Foodstuffs 

l,005f 

605 

43,068 

27 

Vegetable oil, margarine, etc. 

824 

254 

21,850 

20 

Printing, bookbinding, etc. .. 

251 

59 

15,842 

51 

Earthenware, glass 

100 

23 

12,371 

102 

Gas and electricity 

518 

212 

11,232 

154 

Clothing, shoes 

24 

1 

7,624 

30 

Wood products 

81 

70 

7,083 

62 

Chemicals 

61 

11 

6,038 

82 

Beverages 

177 

163 

5,005 

21 

* Metal. 

34 

12 

3,710 

81 

Rubber articles 

10 

4 

3,371 

240 

Tanning .. 

23 

2 

1,583 

63 


Source: Peter H. W. Sitssn : Industrial Development of the Netherlands Indies (Bulletin 
No. 2 of the Netherlands and Netherlands Indies Counoil of the Institute of Paciflo Relations, 
issued apparently in 1944), p. 41. The figures are those given in the source. ' For some 
industries, however, they do not seem oomplete. 

Capital goods industries still played a relatively insignificant 
role in the modern industrial structure of the country. Second¬ 
ly, as a part of the Government’s economic policy, the develop* 
ment of factory industry during the period was, in the main, 
closely co-ordinated‘with the programme for the revival and 
modernisation of the traditional handicraft industry. For 
instance, the; new large-scale textile industry, under Govern* 
ment direction, produced materials mainly complementing, 
tether than competing with, the handicraft textile industry, 
whose output of sarong was tfttle affected by the rise of modern 
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textile mills. Similarly, in the cigarette making industry the 
mechanised cigarette factories concentrated on the manufacture 
of the European variety of cigarettes, and left the making of 
“strootjes” to the handicraft workshops. 

The most important large-scale factory industry in Malaya is 
the tin smelting industry, which has been controlled by two* 
British companies, one at Singapore and the other at Penang. 
Before the war the industry not only smelted the tin ore mined 
in Malaya, but also handled large quantities of ore imported 
from abroad, principally from Siam, Burma, Indo-China, Indo¬ 
nesia, and Japan. Malaya has thus come to be regarded as a 
tin smelting centre for the whole of South-east Asia. The 
output of metallic tin, from the smelters amounted in 1936 to 
84,616 long tons, or about half the world total; and in 1940 it 
reached the record figure of 130,930 long tons. It is significant 
that the dominant position of the Malayan tin industry in the 
world market “has been maintained by the imposition of prohi¬ 
bitive export duties on ore exports from Malaya except when 
destined to be smelted in the United Kingdom or Australia”. 1 
Pineapple canning is another modern processing industry which 
has been particularly developed in Malaya. To serve the needs 
of the rubber plantations and tin mines, a fairly large number 
qf engineering works and foundries were established, particu¬ 
larly in the Straits Settlements. Other, smaller processing in¬ 
dustries included rubber, tapioca, tobacco, and palm oil pro¬ 
cessing. 

The chief factory industries in the Philippines are engaged 
in the processing of four agricultural products: sugar, coconuts, 
tobacco, and abaca (Manila hemp). The sugar processing in¬ 
dustry consists^of two separate branches, the sugar centrals and 
the sugar refineries. Before the war there were 46 sugar cen¬ 
trals, which undertook only the preliminary milling and grind¬ 
ing of sugar cane and had an output of about 1.5 million short 
tons a year. In the peak production year of 1934 the number 
of persons employed in the sugar centrals together with their 
dependants was estimated at about 150,000. Although the great¬ 
er part of the raw sugar produced by the sugar centrals wm 
shipped abroad for refining, the Philippines also had 3 principal 
sugar refineries, with a total fixed investment of more than 2 


Kate L. Mitchei^l, op. cit. f p. 184. 
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million pesos and a total annual capacity of- about 140,000, long 
ions. There were 18 coconut oil factories with a capital invest¬ 
ment of 24 million pesos; the pre-war value of exports of co¬ 
conut oil, desiccated coconut, and copra meal from the Philip¬ 
pines greatly exceeded that of plain copra exports. The to¬ 
bacco industry, with a capital investment of 6 million pesos, 
employed about 20,000 workers in the ’thirties. While the 
bulk of abaca was exported in the form of fibre, there were 
5 cordage factories before the war, employing about 2,900 
workers and representing a capital investment of approxi¬ 
mately ’ 6 million pesos. The prosperity of all four of these 
industries depended before the war largely upon free access 
to the United States market. With the removal of prefer¬ 
ential treatment by the United States consequent upon Philip¬ 
pine independence, many of these processing industries, as also 
Philippihe agriculture, may have to go through a period of 
readjustment. 

Among the modern industries producing primarily for home 
markets are those manufacturing cement, paints and varnishes, 
aerated waters, confectionery, shoes from imported leather, 
furniture, matches, and soap. Most of these industrial under¬ 
takings are very small. 

Effects of Industrial Development on Foreign Trade 

In the group of countries comprising Siam, Burma, Ceylon, 
Indo-China, Indonesia, ana Malaya, industrial development 
before the Second 'World War was limited mainly to export 
industries, namely, mining and the processing of the principal 
agricultural and mineral products. This type of industrial 
development, coupled with the growth of plantation agricul¬ 
ture, led to a vast expansion in the volume and variety of ex¬ 
ports from these countries. There was also a great expansion 
in their .imports, consistuig notably of: (a) machinery and 
transport equipment required for the development and main¬ 
tenance' 6f the export industries; ( b ) certain raw materials from 
other parts of Asia, to be .processed for export, e.g., tin ore im¬ 
ported into Malaya; (c) consumers’ goods to meet the modern 
liStes of the local European or westernised population; (d) con¬ 
sumers’ goods heeded by the local population, especially cotton 
textiles. The increase in the imports of, consumers’ goods was 
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due partly to the substitution of machine-made foreign goods 
for home-produced handicraft goods and partly to the rise in 
aggregate demand resultiug from the increased income from 
•exports. Until recently the local factory industries were too 
small to meet the demand effectively. 

Though the economic structure of all these countries is 
broadly similar, they differ widely in regard to the volume of 
their foreign trade. The average annual value per head of 
their imports and exports (commodity trade only) during the 
years 1936-1939 was as follows (expressed in U. S. dollars): 
Siam, $3.55 for imports and $5.10 for exports; Burma, 
$5.60 and $12.66; Indo-China, $2.60 and $4.05; Indonesia, 
$4.00 and $6.70; and Malaya, $63.00 and $75.55. These 
differences in the volume of foreign trade were due partly to 
differences in the level of income per head and partly to 
differences in the proportion of imports and exports to the 
national income. The above figures also show that all five 
countries had an export surplus on commodity account, which 
was particularly large in the case of Burma. This commodity 
export surplus served to finance heavy “ invisible imports M ; 
the returns on foreign investment consisted mainly of profits 
rather than of fixed interest charges. There was consequently 
a high degree of flexibility in the balance of payments of these 
countries, especially in time of depression. Another important 
fact is that before the war most of these countries had a favour¬ 
able balance of trade with the United States, which, by making 
available a considerable supply of U. S. dollars, played a vital 
role in maintaining multilateralism in international trade in the 
pre-war period. 

In China and India, on the other hand, the development of 
modern industry was not primarily oriented towards export 
markets; its main aitn was to supply domestic needs. Exports 
Of agricultural products from these two countries^ however, 
increased markedly during the past century as a result of the 
development of modern sea transport and, more particularly 
in India, of railways. There were also certain modern indus¬ 
tries in China and India which produced mainly for world; 
markets. These included the mining of iron ore, tungsten, 
antimony, tin, and mercury Sir China and of manganese ore, 
inica, ilmenite, and monazite in India; most of the .output 
of these mines was exported to various industrially advanced 
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countries. Tbe outstanding examples in these two countries of 
modern manufacturing industries producing for world markets 
were the jute industry in India and silk reeling in China. 1 
Both countries also exported increasing quantities of cotton 
yarn and piece-goods to neighbouring Asiatic countries. In 
addition, there were a number of factory industries processing 
agricultural products which depended on world markets, such as 
the tea industry in India and the manufacture of egg products 
in China. But the development of these modern mining and 
manufacturing industries had only a small effect on the export 
trade of China and India—probably smaller in China than in 
India—as compared with the expansion of trade in the group 
of countries considered above. 

The effects of industrial development on the import trade 
of China and India were more complex than in most of the 
countries of South-east Asia. There was a similar increase in 
the imports of capital equipment and raw materials, but in 
other respects there were important differences. While in most 
of the other countries considered the products of their modern 
industrial establishments did not compete seriously with im¬ 
ported consumers ’ goods until recently, local factory industries 
in China and India were increasingly able to supply the home 
market, with the result that the imports of certain consumers' 
goods declined. The marked shrinkage in the imports of 
cotton textiles into these two countries during the inter-war 
period provides the most strikin g instance of this development. 2 
In China, during the years 1926 to 1935, the value of cotton 
piece-goods imports declined from £26.6 million to £1.5 million. 
The proportion of cotton piece-goods to China’s total net im¬ 
ports fell from 16.9 per cent, in 1912 to 2.3 per cent, in 1935, 
while that of cotton yam fell from 13 per cent, to 0.2 per cent. 
During the same period the proportion of iron and steel imports 
to the total rose from 2.3 to d.l per cent., that of raw cotton 
imports from 1.3 to 4.5 per cent,, and that of textile machinery 
imports from 0.1 to 1.5 per cent. These figures give some in¬ 
dication of the structural changes in China’s import trade 
brought about by the growth of its modem manufacturing 

* III estimating the net contribution of the Chinese modem silk-reeling 
industry to the expansion of China’s export trade, allowance should be 
made for the reduction in exports of hand-reeled silk due to the growth 

•For particulars for I^dia sae table VII above, p. 05. 
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industry. During recent decades similar changes have also 
taken place hi the import, trade of India. : 'P% 

There was, however, a marked difference between China and 
India with respect to the balance of commodity trade. "While 
India maintained a favourifblO, though varying, balance of 
commodity trade during most of the inter-war period, China 
had at all times a vast import surplus, which was, however, 
partly offset Jby remittances from Chinese residents abroad. 

The Role op Foreign Capital 

The predominance of foreign or outside capital, most of it 
in the form of direct investment, has been a characteristic 
feature of modern manufacturing industry in Asiatic countries. 
The majority of the modern industrial establishments in these 
countries have not only been financed by such capital but also 
owned, managed, and operated by outsiders. This direct in¬ 
vestment, however, has formed only a part, and often by no 
means the major part, of total outside investment. A very 
considerable amount of the capital from abroad was invested in 
the development of internal transport, in plantations and 
agriculture, and in banking and trading firms. In some of these 
countries, mining enterprises absorbed a much larger propor¬ 
tion of the total outside investment than manufacturing enter¬ 
prises. 

Though capital from abroad has played a major part in the 
industrial development of all the'Asiatic countries under sur¬ 
vey, the proportion of such capital to the total investment in 
modern industry has varied in different countries. There 
have also been variations in the extent to which the different 
lending countries have invested capitaHn the various Asiatic 
countries. 

The total investment from abroad in China was estimated 
in 19.31 to have reached thq large sum of U. S.$ 3,242 million, 
of which nearly 80 per cent, was direct business investment. 
Another estimate placed the investments of the principal cre¬ 
ditor countries in China, excluding Manchuria, at the beginning 
of 1935' at U.S. $1,000 million for the United Kingdom, U.S. 
$500 million for Japan, and U.S.$200 million for the United 
States. Before the war over half of China's coal industry, 
most of the iron mines, two thirds of the inland shipping, and 
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almost all the railways were financed by foreign capital. Of 
tfcjgpptal of about 5 million spindles in the cotton textile indus- 
tr^n the middle ’thirties, 43 per cent, were in Japanese-own¬ 
ed mills, 4 per cent, in British-owned mills, and 53 per cent, in 
Chinese-owned mills; and of a total of about 60,000 looms, 
Japanese-owned mills accounted for 50 per cent., British-owned 
mills for 7 per cent., and Chinese-owned mills for 43 per cent. 
Since the end of the war, the Chinese Government has taken over 
all the mills formerly owned by the Japanese, 'Among other 
industries in which foreign enterprise was important before the 
war were the cigarette industry, the soap industry, and electric 
power and other public utility undertakings. It has been esti¬ 
mated that 2.9 times as much capital was invested in the 
foreign-owned modern manufacturing industries as in indus¬ 
tries under Chinese ownership. Most of the undertakings 
financed mainly with Chinese capital were in the smaller indus¬ 
tries, such as foodstuffs, matches, building materials, and other 
light industries. The predominance of direct foreign invest¬ 
ment in China led to the concentration of modern industries in 
a few treaty ports, principally Shanghai, where the foreign 
firms enjoyed extra-territorial rights. 

Outside investment in India consists mostly of British capi¬ 
tal, virtually the only financial resources that were available 
in the early stages of industrial development. In 1938-39 the 
total outside capital invested in Indian provinces, excluding 
the sterling debts of the Government of India, amounted to 
about £741 million, and the non-British foreign investment 
at the time has been estimated at £150 to £200 million. Most 
of India’s mining enterprises, tea and coffee plantations, bank¬ 
ing and trading firms, and various types of transport were 
financed by the British. Among* the modern manufacturing 
industries likewise financed by the British were the jute, soap, 
engineering, cigarette, and chemical industries. The principal 
firms in many of these industries are subsidiaries of large 
United Kingdom companies. The match industry in India is 
financed mainly by Swedish capital. However^ domestic capi¬ 
tal has assumed an increasingly important role in Indian indus¬ 
trial development in recent years. The cotton textile indus¬ 
try, for instance, which advanced rapidly during the inters 
war period, > now SO per cent. Indian-owned. The iron and 
steel industry,*i» which the well-known Tata Iron and Steel 



XCMteM MDMHW W 

Company is engaged, has been developed mainly by Indian 
capital and enterprise. It is reported that quite recently a 
large number of industrial shares have changed hands and that 
Indian interests have assumed considerable importance. v 
Foreign capital has likewise dominated the leading modem 
industries in Siam. Before the war about 83 per cent, of the 
teak industry was controlled by foreigners, chiefly British and 
partly Danish and French. The modern tin mines were owned 
by British and Australian investors. The rice milling, saw¬ 
milling and rubber industries, on the other hand, were financed 
and operated largely by Chinese. Siamese capital played in 
the past an insignificant role in the development of manufac¬ 
turing industries; it was not until the end of the ’thirties that 
the Government began to take the lead in establishing new 
industries with domestic capital, and, as already noted, many 
of the new industrial undertakings are financed and managed 
by the Government. 

Outside capital investment in Burma before the war was 
almost exclusively (over 90 per cent.) British or British-con- 
trolled. Of £47 million of outstanding direct investment from 
abroad in 1940, about 34 per cent, was employed in the extrac¬ 
tion of oil, 32 per cent, in other mining, 12 per cent, irf bank¬ 
ing, trade and manufacturing, end only 2.5 per cent, in plan¬ 
tation agriculture. One specie 1 feature of British investment 
in Burma has been the control of numerous lines of industrial 
activity by a small group of large'British companies; one such 
company has,interests in the teak industry, rubber plantations, 
rice milling, oil refining, textile' manufacturing, and various 
other industrial and business undertakings. 

As previously mentioned 1 , 85 per cent, of the company in- , 
vestments in Ceylon in 1939 were reported to consist of outside 
capital. 

French , capital had a virtual, monopoly over all mining under¬ 
takings in Indo-China before the war, since only persons of 
French nationality were permitted to run or operate minmg 
concessions. As regards manufacturing, the distillation of 
aleohol was a Government monopoly, and French capital also 
dominated the textile and sugar refining industries, as well as 
rubber production. Rice milling was controlled chiefly by 

* See above, p. 50. 
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Chinese capital. Domestic capital' investment was limited to 
small-scale light industries, such as the manufacture of soap 
and matches. " 

On the . other hand, domestic capital played a considerable 
part in Indonesia, before the war. There was also a somewhat, 
wider diffusion of outside investments among different nation¬ 
alities, though Netherlands capital continued to dominate the 
principal industrial activities. A recent estimate of capital 
investments gives the following figures for the shares of different 
countries (in million guilders): Netherlands, 2,500 (52 per 1 
cent.); Indonesian, 900 (19 per cent.); British 450 (9.3 per 
cent.); United States, 380 (7.8 per cent.); Chinese, 320 (6.6 
per cent.); French and Belgian, 160 (3.3 per cent.); aud 
German, Italian, and Japanese, 90 (2 per cent.). 2 The propor¬ 
tion of outside capital invested in modern manufacturing indus¬ 
tries was quite small. About half the total private foreign 
investment was in plantation agriculture (rubber, tea, coffee, 
tobacco, etc.), a fourth in the petroleum industry, and the re¬ 
mainder in other industries and in commerce. 

Estimates of the proportion of outside capital to the total 
investment in Malaya should be accepted with caution because, 
although European and American investments can be assessed 
with a fair degree of accuracy, the assessment of capital from 
elsewhere presents greater difficulty. The amount of domestic 
capital, largely in the hands of the Chinese, is difficult to deter¬ 
mine, and no records have hitherto been maintained in respect 
of small- industrial undertakings, which are known, however, 
to provide a high proportion of local manufacturing produc¬ 
tion. According to one estimate, British capital forms more 
than 70 per cent, of the total business investment in Malaya. 
Next in importance, according to another estimate, is Chinese 
capital, which accounts for 30 per cent, of the total tin pro¬ 
duction and 16 per cent, of the total acreage of rubber 
plantations. Except for tin smelting, outside investment in 
modem manufacturing industry is of minor importance; in 
1936 it represented only 9 per cent, of the total outstanding 
investment from abroad, compared with 52 per cent, in rubber 
companies, 13 per cent, in tin mines, and 26 per cent, consist¬ 
ing of puWicr debt. Pineapple canning, foundries, and the 

'Financial Time* (leaden), 10 Oot. 1946. • ~ .7 ~ ~ 
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manufacture of rubber goods are almost entirely supported 
by local Chinese capital. 

Domestic capital has played a fairly active part in the deve¬ 
lopment of modern industries in the Philippines. In the late 
’thirties it controlled approximately 45 per cent, of the sugar 
centrals, 40 per cent, of the cordage industry, 25 per cent, of 
the embroidery industry, and over 20 per cent, of the sawmills. 
The gold and chromium mining industry, the public utility 
undertakings, the coconut oil industry, the embroidery in¬ 
dustry, and the cordage industry were developed chiefly by 
United States capital; Spanish capital played an important 
part in the development of the tobacco industry; the capital 
invested in rice milling was entirely Chinese. The ’thirties 
saw a marked expansion in Japanese capital investment in the 
Philippines, especially in offshore fishing, the textile industry, 
shoe manufacturing, and iron and manganese mines. One of 
the reasons why the share of United States capital in the total 
business investment in the Philippines was smaller than that 
of the capital from the metropolitan country in other non¬ 
metropolitan countries of South-east Asia is that the economy 
of the Philippines was not merely complementary to that of 
the United States, but was highly competitive in certain fields, 
such as the growing of sugar arid tobacco 

Factors Affecting the Development of " 
Modern Industry 

Among the principal factors which have favoured or re¬ 
tarded the growth of modern industry in Asia, the most 
important so far is doubtless the general lack of enterprise. 
Men of enterprise, ready and able to respond to market oppor¬ 
tunities, have been scarce in all Asiatic countries. Not only 
capital, but also the initiative in developing modern industry, 
has come mainly from abroad. It is only in recent years that 
in China, India, Siam, and the Philippines, local entrepreneurs 
and the public authorities have played an active part. In most 
other Asiatic countries, no such local initiative of substantial 
importance has yet been taken. ; 

Most of the investment from abroad has, moreover, been direct 
investment: the new industries have been established, as well 
as equipped, by foreign investors, and these investors, through 
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their representatives, have also operated and managed them, 
and have introduced modem productive techniques and methods 
of organisation—a contribution perhaps of even greater impor¬ 
tance, in the long run, than the actual provision of capital. 

European and, later, North American investors at first pro¬ 
moted the development of large-scale plantation agriculture 
and modern mining in the countries of South-east Asia, because 
the raw materials so produced were in great demand for the 
expanding manufacturing industries of their own countries, 
and the development of modern transport had made long-dis¬ 
tance trade in them easy and profitable. The next step was 
the development of certain types of modern industry: the pro¬ 
cessing of agricultural and mineral products for export. 
Partly with a view to providing the necessary transport facili¬ 
ties to bring these products to world markets, and partly also 
in order to facilitate administration and in general to promote 
the development of the areas under their control, Governmencs 
of Asiatic countries introduced irrigation and electricity schemes 
on a considerale scale. Here again, the initiative came mainly 
from abroad. 

Modern manufacturing industries producing for Asiatic 
home markets were established at a later stage. Their deve¬ 
lopment was favoured by a variety of factors, principally the 
abundance of cheap unskilled and semi-skilled Asiatic labour. 
When the general level of wages in the older industries rose 
with the over-all rise in average productivity, labour costs in 
some industries in western countries tended to be higher than 
they were ip the same types of industries in Asiatic countries 
using similar or more modern methods. In such cases it was 
clearly more profitable to export capital and management to 
Asia than to export finished goods. There was thus a strong 
incentive to establish in Asiatic countries such industries as 
cotton textiles, soap, and cigarettes, which required little skilled 
labour and produced for a large market. In other cases, econo¬ 
mies on transport costs favoured local production, notably where 
the raw materials used, such as rubber, were available locally 
and were more bulky than the finished product. 

The development of modern manufacturing industries in 
Asiatic countries was stimulated by the reduction in imports 
during the First World War. As the greater efficiency of 
western productive techniques and methods of industrial orga- 
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nidation, compared with the traditional methods, became more 
widely recognised by the peoples of these countries, many 
Asiatic investors and entrepreneurs took advantage of the op¬ 
portunity provided by the war to make up by local production 
for the decline in imports. The difficulty of importing capital 
equipment during the war was, of course, a.limiting factor; 
but a number of new, locally sponsored industries were set up. 

With the end of the war came competition from abroad, and 
to check this competition, China and India raised their tariffs 
on imported goods. This residted in a rise in the price and 
a reduction in the quantity of certain classes of imports, which 
again provided a stimulus to domestic industry. But higher 
tariffs had also the effect of inducing investors from abroad to 
establish their undertakings in Asiatic countries, and since 
foreign firms were as a rule more experienced and more effi¬ 
ciently organised than local firms, and their financial position 
was in many cases stronger, they proved to be formidable 
competitors. 

In recent years, however, there has been a considerable in¬ 
crease in the opportunities for local and foreign firms alike, 
as a result of the adoption of measures especially designed to 
promote industrial development. One of the main reasons for 
introducing these measures, at any rate in certain areas, was 
to counteract excessive specialisation in production for export 
markets subject to violent price fluctuations. During the world 
depression of the ’thirties the wages of mine and plantation 
workers in countries of South-east Asia were cut and many 
of the workers were thrown out of employment, and such coun¬ 
tries favoured industrial development with a view to providing 
suitable occupation to these workers. It was also becoming 
increasingly clear that industrial development was essential if 
the rapidly growing pressure of population on resources was 
to be relieved. This consideration was found particularly 
urgent in Java. Finally, it should be pointed out that during 
the two years between the outbreak of the Second World War 
and the attack on Pearl Harbour, considerations of defence led 
Governments to establish certain basic industries, such as the 
metallurgical and chemical industries, in various Asiatic terri¬ 
tories, notably in Indonesia. 

By and large, however, industrial development in Asiatic 
countries of the Far Eastern region has been slower and less 
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varied than might have been expected from the resources avail¬ 
able. One reason for this is indisputably the absence of an 
adequately developed money market and the persistence of the 
traditional conceptions oi property and contract. The lack 
of enterprise is, however, the most important factor. Un¬ 
flagging and vigorous initiative—the introduction of new 
methods of production, new products, and new industries-- 
is an essential condition of rapid industrial progress. In the 
past this basic condition failed to be adequately fulfilled in 
most of the Asiatic countries. 

In the non-metropolitan territories of South-east Asia, the 
local populations are composed mainly of small peasants and 
of wage earners employed by metropolitan or foreign firms. 
They have been far too poor to afford a proper education or to 
save up capital. Local enterprise has consequently been negli¬ 
gible, and industrial progress in those territories has depended 
almost entirely upon initiative from abroad. But such initiative 
has been neither constant nor plentiful, and it has been confined 
mainly to the production of raw materials. Proposals for the 
encouragement by official action of industrial development in 
a wider field could hardly find favour with manufacturing and 
exporting groups in the metropolitan countries. 

Apart from the traditional attitude of the East towards the 
acquisition material wealth, there arc other social and econo¬ 
mic factors which tended to stifle industrial initiative. Busi¬ 
ness enterprise requires an intimate knowledge of western pro¬ 
ductive techniques and methods of organisation, based on the 
principles of modern science. The assimilation and adaptation 
of such knowledge by Asiatic countries is inevitably a slow pro¬ 
cess. The old business community, steeped in the traditional 
ways of doing things, could not be expected to break new ground 
in business ventures. Such industrial leadership as is to be 
found in these countries is confined to the very small number 
of persons who have acquired an adequate appreciation of 
western technology and culture. It is no accident that in China, 
for example, most industrialists came from the coastal provin¬ 
ces, in particular, Kiangsu, Chekiang, and Kwangtung, which 
first felt the economic and cultural impact of the western world. 

Business enterprise needs financial backing. There are usual¬ 
ly two domestic sources from which such activity can be 
financed: one is credit creation and the other the current and 
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accumulated savings of the community. These two financial 
sources have for various reasons been inadequate in the past in 
China and India. Until recently the method of credit creation, 
which served the needs of industrial development so well in 
western countries, was seldom practised in Asia owing to the 
lack of deposit banking and an imperfect understanding of the 
productive function of credit. As regards money savings, al¬ 
though the level of national income in these countries is ex¬ 
tremely low, the annual savings of the wealthy classes of the 
community are nevertheless large because of the very unequal 
distribution of income; but the bulk of such savings have not 
flowed into modern industries. 

The unwillingness of savers in these countries in the past to 
invest in modern industries may be partly explained by the 
fact that such investments not only appeared to involve high 
risks, but also yielded low profits compared with such tradi¬ 
tional avenues of capital investment as usury, investment in 
real property, and wholesale trade in agricultural products. 
The risks were regarded as exceptionally high for two reasons: 
first, modern factory industry as an economic institution was 
something entirely new and uniamiliar; secondly, investments 
in modern industries were typically long-term capital invest¬ 
ments and, as such, involved greater uncertainty and risk than 
the short and medium-term investments to which most of those 
savers had become accustomed. This was especially true during 
periods of political instability. 

The majority of savers in these countries preferred liquidity 
and security of capital to profitability accompanied by risk¬ 
taking. However, even for those savers who sought high re¬ 
turns from their investments, modern industries appeared un¬ 
attractive because their profits were low, or at least not as high 
as the profits in some of the more lucrative lines of traditional 
capital investment. The basic reason for this lay in the low 
-efficiency and high production costs of most of the locally owned 
modern industrial undertakings, attributable to such factors 
as insufficiency of capital resources, inefficient labour, and in¬ 
experienced managements. In the face of keen competition 
from abroad And from local foreign firms, a number of the 
locally owned modern enterprises were doomed from the out¬ 
set, and those which survived realised only moderate profits. 
An a result of such experiences, investors in these countries 
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were generally disinclined to invest their savings in modern 
industries. On the other hand, the returns from many of the 
traditional avenues of capital investment were exceedingly; 
high. To the extent that prospects of profit determined the 
choice of investments, such businesses as pawnshops were likely 
to prove more attractive than modern industrial undertakings, 
especially to the small investor. 

Some of the deterrents to the growth of local enterprise in 
the early stages of industrial development might have been 
overcome had measures been taken to facilitate the teaching of 
western science and technology, to minimise the risks of new 
ventures, to provide necessary financial assistance to newly es¬ 
tablished, locally owned modern undertakings, to accelerate the 
training of industrial workers, to promote and supervise indus¬ 
trial efficiency, and to reform the tax structure. Further en¬ 
couragement could have been given, although at some cost, by 
higher tariffs. Until quite recently, however, the Governments 
of the countries considered here did not undertake any com¬ 
prehensive and co-ordinaledv programme of action to foster 
local enterprise. Nor did they undertake managerial activi¬ 
ties on any considerable scale on their own initiative to make 
up for the deficiency in private enterprise. 



CHAPTER V 


ECONOMIC EFFECTS OF THE WAR 


The war has had far-reaching effects on economic conditions 
in the Asiatic countries of the Far Eastern region. The living 
standards of the peoples of these countries, which even before 
the war were at a bare subsistence level, were brought still 
lower. The period of enemy occupation and the large-scale 
destruction from military operations in several of the countries 
had particularly disastrous effects: millions of people were 
displaced and rendered destitute, farms were laid waste, 
factories and mines were either destroyed or forced by the 
shortage of labour and raw materials to suspend or reduce 
operations; the whole network of transport was damaged and 
disrupted. Large areas of forest were cleared for timber and 
for food production; this accelerated soil erosion, and the 
destruction caused by subsequent floods has been considerably 
greater than it would otherwise have been. The level of produc¬ 
tion during the war fell to a minimum. Civilian consumption 
was drastically reduced as a result of the heavy demands of the 
military and the virtually complete cessation of normal imports. 
Price inflation, a result of large war expenditures and the scar¬ 
city of goods and raw materials, has attained serious propor¬ 
tions. The immediate task facing these countries is, therefore, 
to provide relief to the population and to restore more normal 
conditions. 

In India, however, production and distribution were carried 
on during the war with comparatively little disruption. Never¬ 
theless, extensive economic changes took place. Aided by large 
military demands and the fall in imports, new heavy industries 
were established and light industries expanded. Exports in¬ 
creased in response to the increased foreign demand for war 
materials and essential consumers’ goods. On the other hand, 
civilian consumption was curtailed as a result of the reduetioa 
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in imports and the diversion of resources to production for ex¬ 
port and for military needs. At the end of the war India faced 
the immediate problem of maintaining a high and stable level 
of employment and production during the period of reconver¬ 
sion and the long-range problem of readjusting the wartime 
industrial structure to peacetime needs. 

China 

Losses of Capital Equipment 

War damage in China was most extensive in the field of trans¬ 
port. At least half the power-driven coastal and river fleet, 
totalling some 450,000 tons, was lost. Out of the pre-war total 
of approximately 8,000 miles of railway lines (excluding Man¬ 
churia), at least 2,000 miles were substantially damaged. 
About half the total number of locomotives and more than a 
quarter of the railway wagons were destroyed or rendered unfit 
for use. The destruction of road transport was equally severe. 
By the end of 1945, some 70 per cent, of the road mileage in 
the areas which had been under enemy occupation, excluding 
Manchuria, was in need of repair, about 80 per cent, of the 
bridges were destroyed, and about 70 per cent, of the pre-war 
number of trucks had been lost. 

Comprehensive estimates of the loss of industrial capacity 
Are not available. It is, however, unlikely that modern indus¬ 
trial establishments suffered as severely as the transport system 
from war damage. Some industrial plants were safely removed 
to the interior of the country at the beginning of the war. The 
liberation of the coastal provinces, where most of the modern 
industries were located before the war, did not entail large- 
scale military operations, and the Japanese had no time to 
demolish the industrial equipment in those provinces before 
the final surrender. Previously, however, a number of factories 
in the former occupied areas had been dismantled and the 
machinery had been removed for use in Japan or scrapped and 
converted into war material. For instance, out of 5.6 million 
cotton spindles (1937 figure), about 2 million were lost. The 
capacity of the silk industry was greatly reduced by the extent 
ahre destruction of mulberry trees. The industries in the 
interior sustained heavy losses from air raids. 



ECONOMIC EVFEC1S OF fHE WAR 


105 


Modern Chinese industry before the war depended on imports 
for the supply of spare parts and new equipment, which came 
to a stop during the eight years of war. Many industries broke 
down for lack of the necessary repairs and renewals, a factor 
which has also seriously hampered the revival of industrial 
activity since the end of the war. 

War damage to agricultural capital in the numerous small 
farming units scattered throughout the country is even more 
difficult to assess. Considering the large areas laid waste by 
the enemy, the destruction of agricultural capital is likely to 
have been extensive. Besides the destruction of many farm¬ 
houses and the removal of agricultural implements, carts, etc., 
by the Japanese, there was a heavy reduction in livestock. It 
has been estimated that in 1945 the number of horses, mules, 
donkeys, water buffalo, cattle, goats and sheep in China proper 
was at least 20 per cent, below the pre-war number, and that 
the number of pigs had fallen by about 30 per cent, and of 
poultry by about 40 per cent. The loss of draught animals 
was a particularly serious handicap to the restoration of agri¬ 
cultural production. The productivity of the land has deterio¬ 
rated for lack of manuring. The war has also caused extensive 
damage to irrigation works, which are vital to agriculture in 
many parts of China. The breaking of the Yellow River dykes 
during the war had the disastrous effect of flooding about 13,000 
square miles of food-producing land and putting a complete 
stop to cultivation in this area. 

Wartime Industrial Produdtion 

There were virtually no modem industries in the interior of 
China before the war, but they developed rapidly with the 
inflow of population from the occupied area and the increas¬ 
ing requirements of the defence forces. The process started 
with the retreat from the coastal areas in 1937, when, with 
Government assistance, 639 factories together with 116,000 tons 
of equipment and 12,164 skilled workers were transferred to 
the interior. From then on, industrial expansion proceeded 
rapidly in the face of great difficulties, including that of obtain¬ 
ing equipment and materials from abroad. The expansion was 
particularly striking in the provinces of Szechwan, Hunan; 
Kwangsi, Shensi, Yunnan, and Kweichow. By 1942, accord- 
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ing to the Ministry of Economic Affairs, Free China had 3,758 
factories, employing 241,662 workers and using 143,916 hp. of 
power. 

This process of industrial development was characterised by 
two notable features. In contrast to the pre-war tendency, the 
main emphasis of China’s wartime industrial policy was on the 
rapid development of basic producers’ goods industries with a 
view to meeting the increasing need for military supplies. In 
1942, these industries accounted for more than half the paid- 
up capital of all registered factories in the interior. From 
1940 to 1943, the production of petrol in Free China increased 
from 73,453 gallons to approximately 4 million gallons ; of 
kerosene, from 32,335 gallons to 2.1 million gallons ; of iron, 
from 55,182 metric tons to 84,337 metric tons; of steel, from 
1,364 metric tons to 10,430 metric tons ; of alcohol, from 1.1 
million gallons to 10.7 million gallons. There was also a marked 
expansion in the production of machine tods, industrial 
machinery, and electrical appliances. The capacity of the 
electric power industry in Free China was raised from 17,000 
kw. before the war to 48,637 kw. in 1944. However, coal 
production in 1944 amounted only to 5.5 million metric tons, 
as compared with a to*al for the whole of China of 34.3 metric 
tons in 1936. 

As regards consumers’ goods, the capacity flf the modern 
cotton textile industry and the flour-milling industry expanded 
only to a limited extent during the war. In 1944, there were 
only 305,000 cotton spindles in Free China, including 33,000 
in newly established cotton mills. At the end of 1943, there 
were 42 flour mills, producing approximately 92 million kg. of 
wheat flour, only about 5 million kg. more than in 1940. On 
the other hand, the cigarette industry, the lamp bulb manufac¬ 
turing industry, the paper industry, and the printing ink in¬ 
dustry all registered considerable increases in production. 

The other striking feature of wartime industrial development 
in Free China was the prominent part played, by public enter¬ 
prise. In 1942, Government-owned firms accounted for 69 per 
cent, of the total paid-up capital of all factories in the interior. 
The urgency of war needs led the Government to take the ini¬ 
tiative in establishing basic producers’ goods industries as 
quickly as circumstances permitted. This was most notable in 
the case of the metallurgical, engineering, mining, chemieafc 
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and electrical appliances industries. Government capital also 
played an important role in several consumers* goods indus- 
tries, such as textiles, printing, and school supplies. Most of 
the Government-owned mines and factories were under the 
management and control of the National Resources Commis¬ 
sion of the Ministry of Economic Affairs. Generally speaking, 
these firms operated on a much larger scale and had a larger 
capital than the private firms established during the war. 

In spite of the rapid expansion of industry during the early 
years of the war, the volume of industrial output in the interior 
was still very small and could meet no more than a fraction 
of the large military and civilian demand for goods. With 
the outbreak of war in the Pacific, the virtual stoppage of im¬ 
ports of equipment and materials from abroad made it impos¬ 
sible for Free China to continue its industrial expansion. For 
lack of imported petroleum and trucks, road transport in the 
interior broke down, causing a general contraction of industrial 
activity in various provinces. Meanwhile production costs 
rose steadily with the rise in wage rates and interest rates. 
Inflation made it increasingly difficult for industries to obtain 
sufficient working capital to finance their current production. 
During the latter part of the war, therefore. Free China was 
faced with an industrial crisis, which was partly met by the 
reorganisation of all industrial production under the direction 
of the War Production Board. 

Japanese policy in occupied China was to curtail the pro¬ 
duction of goods for civilian consumption and to promote the 
expansion of heavy industries for the prosecution of the war. 
Consequently, most of the light industries in the coastal indus¬ 
trial centres that remained intact had either to suspend opera¬ 
tions or were forced by the lack of fuel, raw materials, and 
skilled labour to cut down their production substantially during 
the war. In North China, on the other hand, basic producers* 
goods industries were rapidly established under the Japanese- 
sponsored development programme. It has been estimated that 
in 1943 there were no less than 12,000 industrial establishments, 
employing over 900,000 workers, in the five northern provinces 
(excluding Manchuria). 1 The capacity of the electric power 

1 See the article by Cheng Pa-Bing on the immediate problem of in¬ 
dustries in North China, in the Economics Weekly, published fin GbiM»> 
in Shanghai, Vol. Ill, No. 1, 4 July 1946, p. 13. 
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industry was increased to 465,000 kw. The output of iron 
and steel, mining equipment, industrial and agricultural 
machinery, and industrial chemicals, which was negligible be¬ 
fore the war, expanded considerably during the period of 
Japanese occupation. 

Wartime Agricultural Production 

Agricultural production in China declined appreciably during 
the war. As table XVI shows, the estimated total production 
of cereals for the 22 provinces of China proper in 1945 was 
15 per cent, below the pre-war average. It should, however, 
be noted that in occupied China Ihe decline in agricultural out¬ 
put was much greater than the above figure suggests, owing to 
the disorganisation of agricultural labour, the destruction of 
farming equipment, the loss of draught animals, the lack of 
Seeds and fertilisers, and the extensive flood caused by the break¬ 
ing of the Yellow River dykes. The amount of food available 
for civilian consumption was further reduced by Japanese 
exactions for military purposes. With regard to industrial 
crops in occupied China, attention may be drawn to the drastic 
reduction in the area under cotton which followed the com¬ 
mandeering of raw cotton at extremely low prices by the 

Japanese. f 

<• * 

table XVI. PRODUCTION OF CEREAL CROPS IN 22 PROVINCES OF 

CHINA 


(,000 metric tons) 


Crop 

Average' 
1931-1936 

1945 

1946 (forecast) 

Amount 

Percentage 
of pre-war 
average 

Amount 

Percentage 
of pre-war 
average 

Wheat .. 

22,285 

18,402 

83 

22,110 

99 

Bioe 

49,308 

42,924 

87 

42,794 

87‘ 

Barley 

8,419 

6,770 

80 

8,267 

98 

Corn 

6,410 

6,413 

84 

6,053 

94 

Millet .. 

6,667 

6,659 

85 

6,299 

95 

^roso-millet 

668 

482 

85 

536 

95 

Kaoliang 

6,788 

5,758 

85 

6,447 

95 

Total 

100,436 

85,408 

85 

92,506 

92 


Source: United Nations Relief and Rehabilitation Administration * Eoonomio 
Beoovery in the Countries Assisted by UNRRA (Wuhiqgton, D.O., Sept. 1946), p. 163. 

*A later forecast raised the figure to 96 per cent, of the 1931-35 average. 







ECONOMIC EFFECTS OF THE WAR 


10^ 

Despite military conscription and the shift of agricultural 
labour to industries and construction works in Free China, 
agricultural production was not only maintained during the war 
but, in many provinces, actually showed a slight increase. 
According to one estimate, the annual production of major 
foods in 15 provinces in 1943 was about 6 per cent, above the 
1931-1937 average, and since then production is reported to 
have risen further. This achievement may be attributed to 
the sustained efforts made by the Government during the war 
to improve seed, extend acreage, and develop irrigation works 
in the interior. 


Economic Recovery 

China is faced with the enormous task of providing relief 
on a large scale to the population and rehabilitating the 
country's economic life, particularly in the areas recovered 
from the Japanese. There is, first of all, the urgent need to 
relieve the suffering of the population, hard hit by the war 
and its consequences. Large quantities of food, clothing, and 
medical supplies have to be made available to them at once, 
while means must also be found to settle, and provide housing 
for, the large numbers of displaced persons. Even more im¬ 
portant is the task of restoring the country’s shattered produc¬ 
tive machinery as quickly as possible : the transport system 
has to be repaired ; fuel and electricity supplies have to be 
restored ; raw materials to be replenished ; the labour force to 
be reorganised; industrial equipment to be replaced and re j 
pairs carried out ; farmhouses to be rebuilt ; and seeds, ferti¬ 
lisers, draught animals, and farm tools to be distributed to the 
peasants in order to revive agricultural activity. * 

- The magnitude of China s task of relief and economic re¬ 
habilitation is indicated by the estimates of its total require¬ 
ments which the Government submitted to the United Nations 
Belief and Rehabilitation Administration (UNRRA). As in¬ 
dicated in table XVII, part of the resources, both financial and 
material, for the execution of this programme will be provided 
locally, but'a considerably Jarger portion must be obtained 
from abroad, especially in the case of relief supplies and of 
materials for the rehabilitr'' m of transport and industry. 
After eight years of destruc e war, the country’s export capa- 
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TABLE XVII. TOTAL REQUIREMENTS OF CHINA’S RELIEF AND 
REHABILITATION PROGRAMME 
{ ,000’s ) 


Item 

Total requirements 

Material requests from 
UNRRA 

Chinese 

expenditure 

Imported 

supplies 

Imported 

tonnage 

Imported 

supplies 

Imported 

tonnage 


Ch. $1 

U. S.$ 

metrie 

u. s.$ 

metrio 




tons 


tons 

Food 

100,000* 

316,840 

3,271 

153,881 

1,254 

Clothing 

160,000* 

979,305 

1,098 

154,919 

145 

Shelter 

100,000* 

25,000 

1,050 

5,000 

50 

Health 

246,516 

66,154* 

74 

66,154* 

74 

Transport 

430,964 

663,014 

3,397 

330,102 

1,606 

Agriculture* 

206,700 

86,350 

759 

77,476 

663 

Industries 

1,153,500 

348,500 

564 

115,000 

189 

Flooded areas 

139,570 

6,500 

12 

4,500 

9 

Welfare services.. 

160,817 

32,531* 

27 

32,531* 

27 

Displaced persons 

39,098 

5,633 

1 

5,633 

1 

Total 

2,727,164 

2,529,827 

10,253 

945,196 

4,018 


Source: Government op the Republic op China : Belief and Rehabilitation in 
China (Washington, Sept. 1944), p. 8. 

*At pre-war value. ^Internal distribution costs of a part of the total programme to be 
oareied through with the supplies requested of UNRRA. 3 Inoluding U. S. $860,000 for foreign 
experts and U. S. $1,200,000 for foreign fellowships. ‘Requirements for rehabilitation of 
fisheries and rural industries not yet determined. ■'Including U. S. $276,000 for foreign fel¬ 
lowships for Chinese experts, but not including oosts for foreign experts. 


city has been greatly reduced and its foreign exchange reserves 
have been seriously depleted. To finance these vast import 
requirements during the transition, China must rely heavily 
on foreign assistance. It will be noted that, according to the 
original Chinese plan, TJNERA was asked to supply about 37 
per cent, of the total import requirements, while the remaining 
68 per cent, was to be met mainly by foreign loans and partly 
by current exports. 

The most serious obstacle to the restoration of productive 
activity after the war has been the disorganisation of transport, 
due partly to the destruction of transport equipment and part¬ 
ly to continued military operations. The inadequacy of trans¬ 
port facilities prevented deliveries of coal and raw materials 
to the factories, impeded the movement of foodstuffs from 
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rural districts to scarcity areas, and led to the accumulation 
of imported relief supplies in Chinese ports. 

Agricultural production in the 22 provinces of China was 
expected to increase considerably in 1946. Wheat production 
was to be restored to nearly the pre-war level, and rice pro¬ 
duction to about 95 per cent, of the pre-war level. Despite 
the increase in agricultural production, the food situation in 
1946-47 appeared to be, for several reasons, still precarious. 
Even in normal times China is deficient in food supplies, par¬ 
ticularly wheat, and must import large quantities of food from 
abroad. Although the over-all production figure shows a 
substantial increase, serious local food shortages may still 
develop because of the disruption of transport. Because of 
continued inflation and the difficulties of securing supplies of 
industrial goods, farmers tend to hoard their produce, thus 
creating an acute food shurtage in the cities. 

Industrial production in the areas recovered from the 
Japanese came to a standstill in the months immediately follow¬ 
ing the cessation of hostilities. Its subsequent recovery was 
delayed because the Government decided to take over enemy- 
owned factories, and considerable time was lost in reorganis¬ 
ing them. The most serious bottleneck retarding the imme¬ 
diate resumption of industrial activity was the shortage of 
coal and raw materials, which was further aggravated by the 
disruption of transport. The industrial consumption of elec¬ 
tricity in Shanghai, which had fallen to about 2 per cent, of 
the pre-war ’ (November 1936) level, rose to 33 per cent, in 
March 1946 and to 55 per cent, in June 1946. The Speed of 
recovery, however, varied markedly in different industries in 
Shanghai. By June 1946 the consumption of electricity had 
risen to about 50 per cent, of the 1936 level in the cotton 
textile and rubber manufacturing industries, 57 per cent, in 
the flour-milling industry, 65 per cent, in the woollen textile 
industry, 34 per cent, in the cigarette industry, 30 per cent, 
in the silk reeling industry, 3 per cent, in the saw-milling 
industry, and 26 per cent, in the oil pressing industry. On 
the other han^l, the" consumption of electricity in the paper 
industry, food canning industry, and textile industries other 
than cotton and wool showed a great increase above the pre¬ 
war level. In North China about one third of some 300 
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factories in the Peiping-Tientsin district taken over by the 
Government had resumed operations by the middle of 1946. 

While industrial activity has been increasing slowly but 
steadily in areas recovered from the Japanese, it has declined 
heavily in the interior. Many of the factories were moved 
back to the coastal industrial centres, while some of the war 
industries closed down and others either suspended operation^ 
or reduced production drastically as a result of the termina¬ 
tion of war contracts. Consequently, industrial unemployment 
in the interior has been growing since the end of the war. 

Inflation 

Inflation continues unabated in China and this is another 
serious obstacle to speedy economic recovery. In Shanghai, 
the index .of workers’ cost of living (1936 = 100) continued to 
rise rapidly, from 94,507 in December 1945 to 184,573 in 
February 1946 and to 681,259 in January 1947. Wages have 
risen, but there have been numerous industrial disputes and 
strikes, seriously affecting production. Furthermore, as a 
result of inflation there has been a growing shortage of work¬ 
ing capital in industrial undertakings. One effect of exces¬ 
sive profits from commodity speculation has been to draw 
away the liquid funds on the money market. The rate of 
interest has risen to such an extent as to be an effective deterrent 
to industrial borrowing. 

The inflationary spiral was caused by successive budget 
deficits and accelerated by the general desire to substitute goods 
for money as a protection against further depreciation of the 
currency: 

The budget approved for 1946 shows expenditure of $2 f 525 billion 
[2,525,000 million Chinese dollars] as against revenue of $1,848 bil¬ 
lion. Of this total revenue, $500 billion is to come from the sale of 
the enemy property seized in China, and $720 billion from taxation. 
As the resumption of tax collection is taking a considerable time, a 
very substantial proportion of expenditure is at the present time 
being financed by further note issue. On the expenditure side, mUir 
tary expenditure accounts for $1,104 billion (43 per cent.) and re* 
construction expenditure for $77 billion (3 per cent.). In addition, 
a sum of $432 billion is provided for expenditure in the field of relief 
and rehabilitation. 1 

1 Economic Recovery in the Countries Assisted by UNRRA, op. ~cit„ pp 
75. 



BOOtfOMfO fcFFBCTil OF THE WAE ll#" 

An essential condition for currency stabilisation in China 
is obviously the reduction of military expenditure. 

External Financial Position 

The most striking feature of China’s external financial 
position is the large deficit in the balance of payments on cur¬ 
rent account. The total exports in 1946 amounted to only 
a small fraction of the imports. In the seven months November 
1&45 to May 1946, the total value of exports through the port 
of Shanghai amounted to U.S. $15.3 million as against to^al 
imports of U.S. $195.9 million, of which UNRRA supplies 
accounted for U.S. $80.3 million. 1 To help to finance this 
deficit, a limited amount of foreign credit was arranged, in¬ 
cluding a long-term loan from Canada of $60 (Canadian) 
million, and several loans from the United States Export-Import 
Bank for the purchase of raw cotton and other rehabilitation 
supplies, which together amounted to U.S.$66.7 million. With 
a view to stimulating exports and encouraging remittances from 
Chinese settlers abroad, the Government depreciated the official 
rate of exchange per U.S. dollar from the wartime rate of 
20 Chinese dollars to 3,350 Chinese dollars in August 1946 
and to 12,000 in February 1947. However, owing to the# 
difficulties of inland transport and other bottlenecks in pro¬ 
duction, exports are not likely to expand to any considerable 
extent in the near future. The trade deficit for 1947 has been ' 
•estimated by the Government at U.S. $455-500 million 2 ; this 
will no doubt involve a heavy drain on China’s meagre foreign 
•exchange reserves unless additional foreign credits are made 
available. 

India 

( India, unlike China, was not subjected to enemy occupation, 
fibr did it suffer any extensive destruction. Nonetheless, the 
war brought about great changes in the national economy, aome 
purely temporary and others more likely to last. The level 

' ’Converted at the rate of 2,000 Chinese dollars to the U. S. dollar. 

* The estimates do not include UNRRA imports, Chinese Government 
imports under the United States and Canadian credits and purchase agree- 
incuts, reparations from Japan or requirements for economic development 
In excess of $100 million. 
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and structure of national output, employment, and ©onsump* 
tion were seriously affected as a result of the reduction in 
imports, and of the increase in exports to the Allied nations, 
the increase in war production for home defence, and the ex¬ 
pansion of the armed forces. What is even more noteworthy 
is the present widespread demand in the country for planned 
economic development to raise the standard of living of the 
common man, a demand which is in great measure due to the 
wartime experience of organisation of production. This 
experience has filled the people with confidence that the pro¬ 
cess of economic development can be accelerated. 1 


Industrial Development 

The war provided a powerful stimulus to industrial deve¬ 
lopment in India. The demand for war goods increased; an 
expansion in employment and an increase in consumer spend¬ 
ing, combined with a redaction in imports, led to an increase 
in the demand for consumers' goods; increased investment 
activities caused an increase in the demand for capital goods; 
and exports of industrial goods increased to meet the grow* 
ing needs of the Allied countries. In response to these in> 
creased demands, there was a substantial increase in employ¬ 
ment and production in nearly all industries. Industrial ex¬ 
pansion was, however, limited by a number of bottlenecks. 
The most serious difficulty was that of obtaining capital equip¬ 
ment and materials from abroad. The shortage of coal, caused 
partly by the small productive capacity of Indian coal mines 
and partly by the disruption of transport, was another obstacle 
to industrial expansion. There was also a shortage of skilled 
labour and technical personnel, both of which are indispens¬ 
able for the development of basic industries. 

Despite these and other bottlenecks, there was substantial 
industrial expansion in India during the war, as is indicated 
by the increase in industrial employment from 1939 to 1945, 
shown in table XVIII. It will be observed that employment 

’For a description of reconstruction planning in India during the war, 
see International Labour Omoa: Wartime Labour Conditions and Me* 
construction Planning in India, Studies and Beports, N. S. No. 2 (Mon¬ 
treal, 1946). Most of the material contained in the following section 
hi drawn from this report. 
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ia Government-owned factories increased far more rapidly than 
that in private factories, and that, in the case of private estab¬ 
lishments, the rate of increase was on the whole higher in pro¬ 
ducers 7 goods industries essential to the war effort than in 
co nsumer s* goods industries such as the textile, food, drink 
and tobacco, and paper and printing industries. The vast 
military needs for consumers* goods were met largely by res¬ 
tricting the supplies for civilian consumption rather than by* 
augmenting output. 

TABLE XVIII. AVERAGE DAILY NUMBER OF WORKERS EMPLOYED IN' 
INDIAN PROVINCES IN INDUSTRIAL ESTABLISHMENTS SUBJECT 
TO THE INDIAN FACTORIES ACT, 1939, 1944 AND 1945 


(, ,000's) 





1945 

Industry group 

1939 

1944 

Number 

Percentage 
increase 
over 1939 

Central, provincial, and muni¬ 
cipal Government establish¬ 
ments 





Clothing 

2*2 

24-9 

22-8 

935* 

Dockyards 

4*9 

13-6 

12-8 

162 

Engineering (general) 
Railway workshops 

7-7 

300 

38-5 

400 

65-8 

121-7 

116-5 

108 

Ordnance factories 

30-7 

158-3 

185-6 

504 

Mints .. 

1-8 

7-7 

7-3 

305 

Private establishments 





Perennial: 

Textiles 

817-0 


1,011-0 

24. 

Engineering 

148-0 

265-0 

270*0 

82 

Minerals and metals 

55-1 

99-1 

125*5 

128 

Pood, drink and tobacco .. 

97-0 

182-0 

152*0 

57 1 

Chemicals and dyes, etc. .. 

55-9 

88-9 

99*7 

78 

Paper and printing 

Wood, stone and glass 

44-4 

52-7 

57Q 

28 

52-3 

96*2 

101*2 

94 

Gins and presses 

26-0 

15-1 

16*0 

—38 

Skins and hides .. 

12*9 

34-6 

36*3 

* 181 

% 




‘ Is 

Seasonal: 




Pood, drink and tobacoo .. 

150-0 

162-0 

157*0 

5 

Gins and presses 

137-0 

128-0 

113*0 

—7 


Source: Indian Labour Gazette, VoL IV, No. 4, Oct. 1946, pp. 124-126. 
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i At the outbreak of the Avar India was producing about 
1,750,000 tons of pig iron and 750,000 tons of finished steel a 
year. The production of pig iron rose to 2 million tons in 
1043, and the productive capacity for finished steel to 1,250,000 
tons. The development of refractories, ferro-alloys, tinplate, 
ibolts, steel castings, and other industries ancillary to and asso¬ 
ciated with the steel industry was a marked feature of the 
wartime industrial expansion. The rapid growth of non-ferrous 
industries, such as the aluminium, lead, zinc,, and tin industries, 
during the war is especially noteworthy as none of them had 
existed on any substantial scale before. The manufacture of 
engineering equipment increased to unprecedented levels in 
most branches. Hardly a hundred machines a year were made 
in India before the war, but in 1943 the output, though confined 
to the simplest type of machine tools, was 4,500. Marked 
progress was also made in the electrical, mechanical, and struc¬ 
tural engineering industry. In the early months of 1944 the 
output of the structural engineering industry was over 10,000 
tons a month. Experiments were also made to increase the 
production of railway wagons by commencing the manufacture 
of rivets, axles, and wheels, which were formerly imported. The 
chemical industry, which was only of minor importance in 
India before the war, also expanded considerably. The produc¬ 
tion of sulphuric acid, the basic raw material for many heavy 
chemicals, rose from 40,000 tons to 93,000 tons a year. This 
increase led to a substantial advance in the production of nitric 
acid, copper sulphate, and bichromates. Notwithstanding this 
progress in many branches of the chemical industry, there was 
an acute shortage of chemicals during the war, particularly of 
caustic soda, chlorine, sodium bicarbonate, and bleaching powder. 
The production of chemical fertilisers rose from 25,000 tons 
in 1938-39 to 40,000 in 1942-43. In response to the heavy 
Government demand, the production of cement increased from 
approximately 1.5 million tons in 1939 to 2.1 million tons in 
1943. The expansion of the industry is expected to continue 
after the war because the demands upon it, both for home con¬ 
sumption and for export, are likely to remain high. 

Among consumers* goods industries, the clothing iand leather 
Industries expanded more rapidly than others. In both cases 
the primary stimulus was Government requirements for military 
purposes. The large-Sckle production of clothing was essentially 
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a wartime enterprise and clothing factories were for the 
most part established by the Government to manufacture ready¬ 
made garments for the defence services. Nearly 10 million 
garments were produced per month, as compared with about 
75,000 in 1931. The leather industry increased its output nearly 
20 times during the war. The production of army footwear 
in 1943 amounted to no less than 6.5 million pairs, as against 
the pre-war average annual production of 100,000 pairs. The 
woollen textile industry also expanded during the war. The 
annual factory production of woollen and worsted cloth rose 
from approximately 7.3 million lbs. before the war to 27 million 
lbs. during the war ; and the woollen knitting industry pro¬ 
duced about 5.1 million garments annually during the war as 
compared with 1.6 million before the war. 

It should, however, be noted that there was no substantial 
increase in the production of cloth by the cotton mills during 
the war, despite the great increase in demand, both domestic 
and foreign, for textiles. The production of cotton piece-goods 
amounted to 4,269 million yards in 1938-39, and there was no 
marked variation in this figure until 1942-43 ; in 1943-44 it 
increased to 4,871 million yards—only about 14 per cent, above 
the 1938-39 level. A major factor limiting the mill produc¬ 
tion of cotton cloth was the difficulty of importing textile 
machinery. Other bottlenecks hampering the expansion of 
cotton textile production were shortages of coal and of dolled 
workers and inadequate supplies of mill stores and textile ac¬ 
cessories. With a large proportion of the limited output divert¬ 
ed to war purposes and to export markets, the supply of mill- 
made cotton cloth available for civilian consumption was reduc¬ 
ed from 4.7 million yards in 1938-39 to approximately 2.3 
million yards in 1942-43, or by 51.6 per cent. There was, how¬ 
ever, a substantial increase in the production of cotton cloth by 
the handloom industry. With a view to relieving the acute 
clothing shortage the Government of India issued the Cotton 
Cloth and Yarn (Control) Order in June 1943, providing for 
control of the prices, production, and sale of cotton cloth and 
yarn and for the prevention of cloth hoarding by manufacturer? 
and dealers. It also established a Textile Control Board. The 
Government'thus facilitated the production of large quantities 
of standard cloth at a uniform stabilised price, which was allo¬ 
cated eta a population basis to various provinces and Stated 
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Large supplies of cloth were thus made available for civilians. 
Nevertheless the total annual consumption per head declined 
from the pre-war figure of about 16 yards to 9 yards. 

The soap manufacturing industry—an essential consumers 9 
goods industry—declined during the war, mainly owing to the 
difficulty of obtaining a sufficient supply of caustic soda from 
abroad. The production of soap decreased from about 157,000 
tons in 1938-39 to about 90,000 tons in 1943 or by no less than 
42 per cent. 

The jute industry was also adversely affected by the war. 
Owing to the shortage of shipping, exports of jute declined 
heavily and jute manufactures fell from 1,311,600 tons in 1938- 
89 to 975,000 tons in 1944-45, or by approximately 26 pur cent. 

This brief survey of wartime industrial development in India, 
though far from complete, shows that, as might be expected, 
most of the industries which expanded rapidly were associated 
with the war effort, and that not only was there no comparable 
expansion of consumers * goods industries, but there was a con¬ 
siderable reduction in the supplies of consumers’ goods avail¬ 
able for civilian consumption. This was undoubtedly one of the 
main reasons for the sharp rise in prices during the war. 

Food Supply 

Although India’s capacity for agricultural production suffered 
no military destruction, the war nevertheless caused severe food 
shortages and precipitated the famine in Bengal in 1943, which 
resulted, in the loss of a million and a half lives. 

In normal years India produces about 50 to 53 million tolls 
of grain, including rice, wheat and millets, and consumes about 
64 to 55 million tons. The deficit is made up mainly by imports 
pf rice from Burma. Small as this over-all deficit is, it is of 
Crucial importance. The normal food consumption per head is 
extremely low and consequently the normal food import, 
though small, are vital to the maintenance of a .bare minimum 
of subsistence for the mass of the population. Agricultural 
production in India is subject to considerable variations* The 
dependence upon food imports is therefore much greater than 
** suggested by the import figure in normal years. Even in 
^Oipnal years there are always marked inter-regiopal differences 
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in food production, but as a rule local shortages are effectively 
relieved by the rapid transport of supplies from surplus to 
deficit areas. 

During the war, not only was the total supply in India reduced 
as a result of the cessation of imports from Burma, but the 
internal distribution of food was severely disrupted by the diver¬ 
sion of transport facilities to the movement of military supplies. 
Acute food shortages developed in the deficit provinces, e.g., 
Bengal, Madras, and Bombay. The province of Bengal was 
hardest hit, partly because of the removal or destruction, os 
a precautionary defence measure, of small river craft employed 
on the inland waterways in East Bengal, and partly because 
of the ravages caused by floods and cyclones. 

There were other factors which tended to accentuate the 
wartime food shortages. A substantial proportion of the 
country’s foodstuffs was acquired by the Government for the 
armed forces. The effective demand of civilians for food rose 
considerably, following the expansion in industrial employment 
and the increase in consumer spending. The lack of manu¬ 
factured consumers , goods led farmers to consume and hoard 
more of their produce than usual, so that less was available to 
the cities. And with the rapid rise in agricultural prices, dealers 
in foodstuffs took to hoarding in expectation of further price 
rises. 

In the middle of 1943 the Government of India put into force 
a broad programme to relieve the critical food situation. A 
system of price control on a provincial and regional basis was 
instituted. The machinery for procurement and supply was 
improved and systematic advance plans were prepared for the 
accumulation and distribution of stocks. Measures were taken 
to improve storage facilities. Food rationing was gradually 
extended, and by November 1944, 42 million persons in about 
460 towns were on rations. The provincial and State Govern¬ 
ments co-operated with the Central Government, and 3 million 
acres of new land was brought under cultivation. Some of the 
land under cotton and jute was diverted to food production. 
These measures together brought about a substantial improve¬ 
ment in the food situation in the later War years. In 1946, how¬ 
ever, India again faeed a severe food crisis owing to unfavour¬ 
able weather conditions. 



120 


BOONOflfW BACIMiOUW C6P SOCKALFOl^IOt 

Wartime Price Movements -., • 

Attention has already been drawn above to the considerable 
shortages of civilian supplies in India during the war. On. the 
other hand, the money incomes of the consuming public greatjy 
increased, mainly owing to wartime Government expenditure, 
and the effective demand for goods and services therefore 
expanded. Measures for the immobilisation of consumers 7 ex¬ 
cess purchasing power, for the rationing of essential consumers’ 
goods, and for price control took a long time to become effective. 
The price level in India moved rapidly upwards during the 
early years of the war, as will be seen from table XIX. 1 The 
relative rates of increase of the prices of different commodities 
provide a fairly clear indication of the extent to which these 
commodities were in short supply. For instance, supplies of 


TABLE XIX. INDEX NUMBERS OP WHOLESALE PRICES IN INDIA B* 
GROUPS OP COMMODITIES, 1039-40 TO 1045-46 
(Base : Weelc ended 19 August 1989=100) 


Commodity group 

1939 

-40 1 

1940 

-41 

. i 

1941 

-42 

1942 

-43 

1943 

-44 

1944 

-45 

1945 

-46 

General index 

126-6 

114-8 

137-0 

171-0 

236-5 

244-2 

245-0 

Agricultural commo¬ 
dities* 

127-6 

108-6 

124-2 

166-2 

268-7 

265-4 

272-8 

Bow materials 8 

118-8 

121-6 

146-9 

165-9 

185-0 

206-0 

210-1 

Manufactured arti¬ 
cles 4 

131-6 

119-8 

154-6 

190-4 

251-7 

258-3 

240-0 

Sugar 

121*0 

1000 

102 0 

1270 

146 0 

158 0 

167*0 

Kerosene 

109-0 

122-0 

138-0 

185-0 

186-0 

176-0 

169-0 

Cotton manu¬ 
factures 

j 

117-0 

118-0 

173-0 

292-0 

422-0 

293-0 

271*0 


Source: Bxssrvb Bajtc o» India: Revorion Currency and Finance for the year. 1946*46 
(Bombay, 1946), p. 120. Fiscal year ends 31 March. 

*Fot seven months ended March 1940. "Rice, wheat, tea, groundnut*, coffee, suffer, 
tobacco, copra, cotton (raw), jute (raw), and linseed. ®Pig iron, coal, lac, wool (raw), mdse 
-and skins (raw), keroeene and petrol. 4 Cotton manufactures, jute manufactures, cement, gal¬ 
vanised corrugated sheets, ana leather. 

*Fot * detailed account of the affects of wartime inflation In Inctf*, see 
u Wartime Inflation in India and its Social Goqaeqpewes ’V$& 
tional Labour Review, Vol. I, No. 6, Dec. 1944, pp. 786-760. 
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cotton manufacture? and of foodstuff* for civilians were very 
scarce, and the prices of these commodities increased most* 
rapidly,. By March 1945 the general index of wholesale prices' 
was about 144 per cent, above the pre-war level. The rate-of 
price increase during the war was much higher in India than* 
in Australia, New Zealand, Canada, the United States andihe 
United Kingdom, but it was very much lower than in China ahd 
in most parts of Asia under enemy occupation, which have been 
characterised by runaway inflation during, and in the year* 
immediately following, the war. 

It will be noted that the rate of price increase in India, while 
rapid during the period from the outbreak of the war to 1943* 
44, slowed down considerably during the later war years. The 
average wholesale price index rose only by 3 per cent, in 1944- 
45 and remained fairly stable in 1945-46. This comparative- 
stability of the price level was achieved mainly by the vigorous 
action taken by the Government to augment civilian supplies of 
food and cotton cloth, to absorb surplus consumer purchasing' 
power, and, finally, to improve the machinery for the control 
and rationing of essential consumers 1 goods. During the first 
year and a half after the end of the war, however, prices rose* 
still further, largely owing to the rise in the prices of agricul¬ 
tural commodities in short supply; the wholesale price indo* 
rose from 247 in December 1945 to 293 in March 1947. 

War expenditure, which caused the expansion of money in¬ 
come and effective demand, was estimated at approximately 
24,310 million rupees up to March 1945. Of this total, 13,38$ 
million rupees, or a little more than half, was incurred by India 
on behalf of the United Kingdom Government. The total in¬ 
ternal revenue during the same period amounted to about 
10,708 million rupees, or slightly less than half the total WW5 
expenditure. A large part of the war expenditure was financed 
by the issue of currency by the Reserve Bank of India against 
sterling assets accumulated iu London. Notes in circulation 
increased from approximately 1,790 million rupees in August 
19&9 to 8.940 million rupees in April 1944, and demand deport*** 
from 1,360 million rupees to 5,650 million rupees. The rapid 
increase in money incomes, made possible by this expansion of 
active money’supply, combined with the scarcity of good# and 
materials, brought about the inflationary price movement# a^rr 
ing the early years of the war. .. - 
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Accumulation of Starling Assets 

The large war expenditure incurred by India on behalf of 
the United Kingdom and the increase in export merchandise 
#urpluses both on private and on Government account led to a 
great increase in the sterling assets held by the Reserve Bank 
of India. At the end of March 1946 the total was 17,240 
million rupees as against 640 million rupees at the end of 
August 1939. The annual figures concerning the acquisition 
and disposal of sterling are shown in table XX. Part of the 
sterling assets acquired during the period was utilised for the 
redemption of the sterling debts, as is evident from the far- 


-TABLE XX. ACQUISITION AND DISPOSAL OF STERLING ASSETS HELD 
BY THE RESERVE BANK OF INDIA, 19390946 
(million rupees) 


Sterling assets 

Sept. 

1939- 

March 

1940 

1940 

-41 

1941 

-42 

1942 

-43 

1943 

-44 

1944 

-45 

1945 

-46 

Sept. 

1939. 

March 

1946 

Available.for disposal 
and disposed 

Bolding* at end of pre- 
riou* period 

640 

1,420 

1.440 

2,840 

5,110 

9,450 

, 

13,630 

640 

1>U?ehaaed by Bank 1 .. 

860 

760 

990 

1,270 

1,450 

1,420 

1,380 

8,130 

Payments by U. K. Gov¬ 
ernment .. 

160 

430 

1,990 

3,100 

3,650 

3,570 

3,420 

16,320 

Other oredits* 

- 

40 

20 

30 

90 

120 

150 

450 

Total .. 

1,660 

2,660 

4,440 

7,240 

10,300 

14,560 

18,580 

25,540 

Disposal 









Utilised for repatriation 
schemes 

220 

890 

1,100 

1,600 

160 

140* 

— 

4,110 

Commitments on Gov¬ 
ernment account 

20 

320 

480 

480 

670 

740 

730 

3,440 

Sales to public 

- 

- 

20 

60 

20 

50 

610 

750 

Boldtojgi at end of 

1,420 

1,440 

2,840 

5,110 

9,450 

13,650 

17,240 

17,240 

Total 

1,660 

| 2,650 

4,440 

7,240 

10,300 

14,560 

18,580 

25,540 

Source i Rnemv* Basts of India, op. tit., p.,41. 

•Represent# deliveries under ready and/or forward contracts, including acquisitions of 
dollar balances and securities, U. S. Treasury payments, etc. •Derived figure. ^Include# 
Uff'8 million rupees, the amount paid on purchase.of certain railways. 
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reaching changes in the composition of India’s public debt; 
between 1939 and 1946 the sterling public debt fell from about 
4,690 million rupees to 374 million rupees, and the rupee public 
debt rose from 7,100 million rupees to 19,275 million rupees. 

In so far as the effect of the war on the external financial 
position* is concerned; the case of India therefore offers a strik¬ 
ing contrast to that of most other Asiatic countries, where 
foreign exchange reserves were greatly depleted as a con¬ 
sequence of the war. This enormous volume of sterling assets 
provides a wide “ international margin ” for post-war economic 
reconstruction and development, and India’s need for foreign 
loans for this purpose is thus greatly reduced. It is how¬ 
ever necessary to point out that the usefulness of these sterling 
assets t<5 India will depend upon the speed with which they 
can be utilised for the purchase of goods and services in the 
sterling area as well as in other countries, particularly in the 
United States; this, in turn, will depend mainly upon the 
balance-of-payments position of the United Kingdom during 
the transition period. At the time of writing, negotiations on 
the settlement of the question of India’s accumulated sterling 
assets are still in progress between the Governments concerned. 

The Problem of Transition 

Since the end of the war India has been faced with the 
problems of transition : the prevention of frictional unem¬ 
ployment, the speedy reconversion of war industries, and the 
stabilisation of the nation’s aggregate expenditure. With a 
view to counteracting unemployment, the Central Government 
in October 1945 requested all provincial Governments to prepare 
urgent interim public works plans for immediate action, con¬ 
sisting of schemes selected from their 5-year plans, preference 
being given to those schemes which would provide a high propor¬ 
tion of employment relative to costs. 

Defence expenditure was reduced from 3,913 million rupees 
in 1945-46 to 2,381 million rupees in 1946-47, and it is estimat¬ 
ed at 1,887 million rupees in the budget for 1947-48; in addi¬ 
tion, the budget estimate of defence expenditure recoverable 
from the United Kingdom in 1946-47 decreased to 416 million 
rupees, as againfct 3,470 million rupees in the preceding year. 
■ITp to the present, the reduction of defence expenditure does 
not appear to have had any noticeable deflationary effect. 
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Prices have continued to rise under the stimulus of a consider- 
able pent-up, civilian demand for both capital goods $nck 
consumers’ goods despite continuing shortages., The expansion* 
of peacetime production has been hampered 41 by the inevitable 
delay in obtaining capital goods in a world clamouring for them 
sites the widespread devastation of war, by labour unrest and! 
strikes, by persistent difficulties in the rehabilitation of tha 
transport system”. 1 In 1946, India suffered serious food short¬ 
ages owing to the failure of the rains in the south and parts of 
the north. Early in the year, the country was faced with a 
deficit of 7 million tons, or approximately 10 per cent, of its 
total food requirements. The threat of famine was staved olf 
by imports of food grains from abroad and by more efficient 
procurement and distribution of food supplies by the.Govern¬ 
ment. 

The stimulus from pent-up demand cannot, however, be 
expected to last long. When it subsides, the maintenance of 
aggregate expenditure and economic stability will depend heavily 
upon the offsetting forces provided by private and public ex¬ 
penditure devoted to long-term economic reconstruction and 
development. To stimulate private investment, the Finance 
Minister inj his budget speech for 1946-47 proposed the elimina¬ 
tion of the excess profits tax as from April 1946, the exemp¬ 
tion from income tax of depreciation and obsolescence costs and 
expenditure on research, and a reduction in the custom duties 
on imported raw materials, machinery and plant. In the field 
of publio investment, five-year plans of reconstruction and. 
development have recently boon drawn up by the Central, pro¬ 
vincial and State Governments. The total expenditure provided 
for in the five-year plans prepared by the provincial Govern¬ 
ments, excluding that of the North-West Frontier Province, is 
estimated at 7,670 million rupees, of which 4,660 million rupee* 
will be devoted to public works, 1,040 million to education, 900 
million to medical and public health expenditure, 850 million 
to agriculture, and 220 million to industry. A leading item in 
the Central Government’s five-year plan is -the development olf 
railways, the estimated expenditure on which is 3,190 miliioj* 
rupees, # .'.^1 

* Statement made on 28 Feb. 1947 by the Finance Minister' in hi* 
budget speed* for 1047*48 (Indian Information* Washington, 
Mar^lM7,.p, 236), . ^ : ( ... ; / fJil 
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Siam 

In Siam, where Japanese interference was not extensive, 
economic stability was better maintained throughout the war, 
and military destruction was on the whole less, than in most 
other South-eastern Asiatic countries. About one third of the 
pre-war stock of locomotives and motor ■vehicles was destroyed* 
The damage to industrial plants other than buildings, including 
the demolition of the plant of the Siam Cement Company and 
one of the power plants in Bangkok, is estimated at some 79 
million baht or nearly 8 million U. S. dollars. Siam, being a 
rice-surplus country, did not face any great food shortage 
during the war. According to an appraisal of the world food 
situation made by the United Nations Food and Agriculture 
Organisation, Siam’s calorie consumption in 1946-47 was over 
95 per cent, of the pre-war level. Figures for rice production 
during and after the war are not available. Rice exports 
declined during the Japanese occupation to an estimated 535,000- 
■650,000 tons in 1943, compared with 1,892,240 tons in 1939-40. 
For the first half of 1947, the Rice Food Board of the Interna¬ 
tional Emergency Food Council has fixed the rice export quota 
from Siam at 375,000 tons. In 1946, rubber production was 
reported to be only 33 per cent, of capacity, which remains 
virtually intact. 


Burma 

, Losses of physical capital were particularly severe in Burma, 
and the productive and distributive system was thoroughly dis¬ 
organised as a result of the war. In Rangoon alone, 11,432 
buildings were wholly or partially destroyed by bombing and 
956 by fire, and 472 suffered such damage as to render them' 
unusable. Before the war, there were 1,027 factories, employ¬ 
ing 89,383 workers, registered under the Factories Act, but at 
the end of 1946, over a year since the end of the war, there were 
still only 355 factories, employing 31,521 workers, at work. 
The heaviest losses were suffered by the rice milling industry ; 
at the end of 1946 therfe were only 272 mills employing 11,439 
Workers, as aghinst 673 employing 41,626 workers before the 
jrar. The damage done to transport was enormous. The loss 
off nearly all power-driven vessels and of 90 per cant, of other 
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craft was particularly serious, as inland navigation is the 
p rin cipal me ans of transport in Burma, Six sevenths of the 
pre-war locomotives and nearly all the passenger coaches were 
lost, and only a small number of goods wagons remained usable* 
Most of the oil refineries and installations were destroyed by 
the British in 1942 before their withdrawal. Up to the begin¬ 
ning of 1947, petroleum production was almost completely 
suspended, and it is estimated that another two years will 
be required to restore the oilfields. The cement and sugar in¬ 
dustries and all electric power plants with a capacity of more 
than 1,000 kw. were also completely destroyed. 

Nearly half the area under rice—6 million out of 12| million 
acres—went out of cultivation during the war, and it is believed 
that restoration of the normal acreage will require about three 
or four years. Before the war, Burma produced about 7.75 
million tons of rice a year, of which about 3.25 million tons 
were exported. By 1946 production had fallen to 2.75 million 
tons and exports to 0.5 million tons, and for the first half of. 
1947 the exportable surplus is expected to be not more than 
600,000 tons. Extensive damage was done to the important 
teak industry, and it is estimated that a period of five years 
is needed to restore the industry to normal. 

The effects of the war were accentuated by the use of inflated 
Japanese currency, which became entirely valueless after the 
surrender of the Japanese. Shortages of consumers’ goods, 
capital equipment, and raw materials of all kinds resulted 
in a sharp rise in prices, and the cost of living for the working 
population at the end of 1945 was about 7 times higher than 
before the war. Since March 1946, the cost-of-living index 
(base 1941 = 100) has ranged from 350 to 400. To meet this 
rise, cost-of-living allowances have been paid, which in the 
case of the lowest paid workers amount to 200-300 per cent, 
of the pre-war wages and which have added to the heavy strain 
upcti the economy of the country. 

Cettlon 

Though the war caused very little loss of physical capital 
in Ceylon, it had considerable repercussions on the economic 
conditions in the island. For the first time there was aiv 
acute shortage of manpower in virtually all sectors of the, 
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economy as a result of the diversion of working population, 
into the services. The heavy curtailment of imports caused 
serious shortages of essential consumers’ goods, especially rice 
and clothing. As noted before, the local production of these 
two basic commodities supplied only a small portion of the 
local needs. From 1940 to 1944, the imports of rice fell from 
592,789 tons to 111,931 tons, and of cloth from 83.9 million 
yards to 40.9 million yards. In 1946 the imports of rice rose 
to 253,695 tons, but those of cloth declined to 33*6 million 
yards. The consumption of cotton clothing per head of popu¬ 
lation was only 5.98 yards in 1946, as against 15.11 yards* 
in 1940. In the face of the wide disparity between 
the demand for and supply of consumers’ goods, the price level, 
rose steadily during the war. The index of the cost of living 
for urban workers in December 1946 was nearly twice as high, 
as in January 1941. It is of initerest to note that despite the 
numerous difficulties, the production of rubber and tea ex¬ 
panded considerably in the war years. Rice production was 
encouraged, but without much success owing to climatic con¬ 
ditions . Besides the increased acquisition and investment of 
capital by local enterprises during the war, there has been a 
steady increase in the volume of savings, from 5 million- 
rupees in 1940 to 122.7 million rupees in 1945, 

Indo-China 

The total war damage in Indo-China, as provisionally estk 
mated by the French delegation to the Economic Commission 
to Asia and the Far East of the United Nations Economic and 
Social Council, amounts to 2,802 million piastres at pre-war 
value. About half the junks and locomotives, 90 per cent* 
of the heavy vehicles, and 63 per cent, of the private cars, 
were lost. Fifty-six per cent, of the asphalt roads and 51 per 
cent, of the metal roads need to be rebuilt or repaired. War 
damage to transport and communications has been estimated at. 
803 million piastres. The greater part of the damage can be 
repaired locally, and good progress is reported to have been 
made in the restoration of means of communication since the 
war< ended. 

The restoration of industrial and mineral production has 
been impeded by the lack of equipment, the disorganisation 
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•o? transport, and local disturbances. The monthly output of 
the Tonkin anthracite mines was 30,000 tons in the middle of 
1&46, as compared with 218,000 tons before the war. The pro¬ 
duction of cement and iron ore at the beginning of 1947 is re¬ 
ported to have been' only a fraction of the pre-war volume. 
Agricultural production also declined sharply during the war 
4 hd is recovering only slowly. The rice surplus available for 
export in 1947 is estimated at 250,000-500,000 tons as against 
1,692,000 tons in 1939. The production of rubber in 1947 
16' expected to be 15,000-20,000 tons, as compared with exports 
66,000 tons in 19(39. It is, however, noteworthy that the 
Output of tea and coffee expanded considerably during the 
Japanese occupation. 

It may be added that so far as the over-all rice situation 
of the rice-surplus area of South-east Asia, consisting of Siam, 
Burma, and Indo-China is concerned, the acreage in these three 
-Countries is estimated to have been reduced to about two thirds 
.of the pre-war acreage. Their estimated exportable rice sur¬ 
plus in 1947 ambunts to no more than 1.9 million tons, a 
.decrease of 68 per cent, compared with the pre-war average 
Of 6 million tons. For the world as a whole, the total ex¬ 
portable surplus of rice is estimated at 2.7 million tons for 
the year ending June 1947, as against an average of 7.8 million 
tons during the period 1936-1940. This steep decline in the 
rice-export capacity of these three countries has made it diffi¬ 
cult tQ Improve the food shortages in other parts of Asia. The 
requests for the allocation of rice made by countries of the 
j'ar East (China, India, the Philippines, Ceylon, Indonesia, 
jfrftlaya, Korea) for 194647 total 6.1 million tons. 

Indonesia 

The “ scorched earth 99 policy in Indonesia entailed severe 
destruction of industries and transport facilities. Besides, 
bio rnoUs losses Were caused by military operations and by the 
removal of plants and equipment for scrapping and the ruth-, 
less exploitation of forests by the Japanese. About 50 per cent, 
♦of the prewar shipping, 10 per cent, of the railways, 36 per 
cent, of the locomotives, and 17 per cent, of the wagons and 
passenger cars were destroyed. By the end of the war, only 
half the industrial plants could be operated, but in fact only 
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10 pet cent, were in operation. Oil wells and refineries and 
tin mine installations were largely destroyed before the Japanese 
occupation. In August 1946, oil production in Java and 
Sumatra was still completely suspended, though partial resto¬ 
ration was taking place at Balikpapan and Tarakan. It is 
estimated that tin production will not be restored to the pre¬ 
war level before 1948. 

War damage to agriculture was equally serious. The de¬ 
crease of food production during the Japanese occupation 
varied from 10 to 70 per cent, according to crop. As to export 
crops, sugar production for 1947 is estimated at only 25,000 
tons compared with 1.5 million tons in 1941, and rubber out¬ 
put has reached only a small fraction of the pre-war level. Con¬ 
siderable areas of perennial crops were shifted to food pro¬ 
duction during the war. The damage to plantations (owned by 
non-Indonesians) by uprooting of the plants and trees is esti¬ 
mated as follows: rubber, 70,000 hectares so lost out of 616,000 
hectares; tea, 41,000 out of 138.000 hectares; coffee, 22,000 out 
of 72,000 hectares; and oil palm, 16,000 out of 106,000 hectares. 
The area of commercial crops cultivated by Indonesians has 
shown an even greater reduction, estimated at about a third of 
the tea acreage, half of the coffee acreage, a fourth of the coco¬ 
nut acreage, 99 per cent, of the white pepper plantations, and 
75 per cent, of the black pepper plantations. 

MAIjAYA 

Heavy losses were inflicted in Malaya by the scorched earth 
policy of the British forces, by looting and removal by the 
Japanese, and by Allied bombing. The Japanese removed to 
Biam 254 miles of rails, 45 bridges, one third of the pre-war 
stock of locomotives, and one half the pre-war rolling stock. 
Sixty per cent, of the central railway workshops were destroyed 
by Allied bombing. The capacity of the tin mining industry 
was also heavily reduced. According to a report of the Inspec¬ 
tion Committee of the Malayan Chamber of Mines, of the 126 
dredges in Malaya, 41 might be able to resume operations by 
August 1946; 46 more by June 1947; 17 more by June 1948; 
and the remaining 22 have already been dismantled. 

During 1946, the average monthly production of tih ore 
was only 700. tons, as against 7,125 tops m 1940. The annual 
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output is expected to reach 38,000 tons in 1947 and 65,000 
toss in 1948. The productive capacity of the rubber industry, 
on the. other hand, suffered very little as a result of the war, 
and the small percentage of rubber cut out, estimated at about 
2 per cent., has been more than balanced by the “ flush yields” 
obtained as a result of the enforced rest of the trees not tapped 
daring the war. Though the decrease in productive capacity 
was small, the actual rubber output in 1946 jvas only 53 per 
cent, of capacity. The exports of rubber from Malaya in 1946 
totalled 368,000 tons, as compared with an estimated 575,000 
tons in the record year of 1941. 

The Philippines 

The Philippines suffered heavy war losses, which, accord¬ 
ing to a preliminary estimate made by the Government, total 
more than U.S.$1,600 million in terms of original cost in 
pre-war values. Manila and other large cities were exten- 
sively damaged. The entire inter-island shipping fleet was lost. 
By 1 September 1946, about one third of the pre-war total of 
1,141 kilometres of railways were out of operation, and there 
was an acute shortage of rolling stock. The manufacturing 
and mining industries also sustained severe destruction. It is 
reported that “ none of the country's sugar mills escaped some 
damage, all the major coconut-oil mills were destroyed ; and 
many lumber mills were burned or looted of equipment, those 
having the largest output being entirely destroyed , \ 1 ' At the 
beginning of 1947, the coconut oil production was only about 
one tenth of pre-war production. Sugar production decreased 
from an average of 1 million tons before the war to 13,000 
tons during the 1945-46 season. The country even had to 
import sugar from abroad to meet local needs. Gold output 
was also drastically reduced, resulting in a substantial loss of 
foreign exchange. The low ebb of industrial activity is indi¬ 
cated by the fact that the monthly consumption of electricity 
at the beginning of 1947 was only one tenth of the 1941 
average. 

The production of rice during the crop year 1945-46 was 
70 per cent, of the normal amount, and that of maize 55 per 

Economy in Liberation Year ”, in Foreign Commerce 
WiMg, 27 Apr. 1046, p. 6. * . 
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cent. The tobacco crop was only 25 per cent., ancj. th$ pro¬ 
duction of abaca was less than one third, of the pre-war average. 
Only in the case of copra was there a rapid recovery of pro¬ 
duction and export ; the total production for 1946 is established 
at 625,000 long tons, only about 10 per cent, below the 1936- 
1940 average. The livestock industry was one of the hardest 
hit. The present population of cattle is only 28.7 per cent, 
of the pre-war figure, of carabaos 58.7 per cent., of horses 38.7 
per cent., and of swine 33.1 per cent. 

To expedite economic recovery, the Government has set up 
a Rehabilitation Finance Corporation with a capital of U.S. 
$150 million for the purpose of making reconstruction and 
development loans at reasonable interest rates. Another not¬ 
able measure for economic rehabilitation is the Philippine Re¬ 
habilitation Act of 1946, passed by the United States Congress. 
The scheme is financed by the United States. Under this Act, 
■“ private damage claims, which will be reimbursed to the 
extent of U.S. $400 million, are being settled, and a four-year 
programme, with a contemplated outlay of U.S. $130.9 million, 
has been launched for the rehabilitation of public property; 
moreover, United States property valued at U.S. $100 million 
has been turned over to the Philippine Government” 

• 

• • 

As shown in the above brief survey, the process of economic 
recovery in South-east Asia has been difficult and slow during 
the first two years after the end of the war. One principal 
bottleneck common to all these countries has been the dis¬ 
ruption of .the distributive system owing to lack of transport 
equipment. In countries such as Indonesia and Malaya where 
inter-island communication is vital to the functioning of the 
economy, the loss of the shipping fleet and the destruction of 
port and harbour facilities were largely responsible for the 
delayed resumption of production and trade. Another factor 
is the scarcity of labour, which has retarded especially the 
restoration of plantation agriculture and mining industries. In 
most of these countries, the war has caused a great loss of man¬ 
power. Moreover, most of the pre-war labour force engaged in 
plantations and mines has beeq dispersed, and it will take a 
considerable time to rebuild it. The scarcity of labour has been 
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further aggravated by the reduction in the efficiency of ■worker* 
through undernourishment and inadequate medical treatment, 
and also-by the lack of incentive to work for money wages 
caused by the acute shortages of essential consumers * goods* 
In the rubber industry, for instance, where the destruction of 
productive capacity is comparatively small, the scarcity of 
labour has been one of the major obstacles to rapid recovery. 

Shortages of industrial and mining equipment and spare 
parts are another important factor impeding the reconstruc¬ 
tion of 1 the countries of South-east Asia. As these countries 
are only in the initial stages of industrial development, they 
are almost entirely dependent upon imports for the supply 
of equipment needed for the repair and re installation of their 
devasted mines, factories, and public utilities. The rebuild¬ 
ing of houses and industrial structures will also require sub¬ 
stantial imports of building materials such as timber and 
ceinent. Similarly, the restoration of agricultural production 
will depend, in considerable measure, upon the supply of 
fertilisers and farming implements from abroad. The imports 
of such rehabilitation supplies into these countries are as yet 
far short of the amounts required to bring their economies 
back to a normal working order. ■ * 

In some parts of South-east Asia, the progress of post-war 
economic reconstruction has, furthermore, been handicapped 
by social and political unrest. 

The necessary conditions for speedy economic recovery in 
these countries thus include internal political stability and 
an abundant flow of rehabilitation supplies from abroad. To 
restore 'he health, morale, and working efficiency of the popu¬ 
lation, there is an immediate need for largre-scale imports of 
essential consumers’ goods, particularly clothing and textiles, 
medical supplies and services. In some of these countries, such 
as. Malaya, the crucial shortage is food, especially rice, and 
it can be relieved partly by improving the distribution of rice 
between the surplus and deficit countries within the region, but 
mainly by speeding up the recovery of rice production in the 
surplus countries and by increasing the imports of wheat and 
other food products from the rest of the world. As these 
countries rely heavily upon their export trade to obtain most 
of the manufactured goods they require, the restoration of 
their export industries is of vital importance to the econOmb 
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well-being of the region, next perhaps only to the restoration 
of the transport industries. Equipment and materials neces¬ 
sary for the restoration of these two groups of industries, 
therefore, deserve special emphasis in the import programme 
for post-war economic reconstruction. It should, however, be 
pointed out that, even assuming a rapid recovery of export 
trade, the total import requirements of these countries during 
the early stages of post-war reconstruction are likely to be much 
greater than can be paid for by the proceeds of their current 
exports. Their ability to obtain what they need will therefore 
depend on the extent to which financial assistance can be obtained 
from abroad in the form of loans or other arrangements. 

Some Less Tangible Consequences of the War 

The war wrought havoc upon the economies of most Asiatic 
countries. Any assessment of these effects, however, will be 
wholly inadequate unless full account is taken of the damage 
done to human resources. With sufficient imports of rehabilita¬ 
tion supplies from abroad and unity of purpose and action at 
home, the losses of physical capital can be quickly repaired and 
productive activity speedily restored. But it will take much 
longer to erase the effects of the war on the population. In 
China, in particular, the war caused great loss of life. The 
distortion of the age distribution of the population, due to the 
loss of men of the most productive age, will not be made good 
for a long time and consequently the average productivity of 
the population is likely to be impaired. Even more serious is 
the effect of wartime under-nutrition and privation on the 
health of young children. This is bound to affect the future 
labour supply. Furthermore, the war and the inflation have 
had a detrimental effect ou the morale of the people. A parti¬ 
cularly severe blow has been dealt to the newly emerging class 
of intellectual and professional workers who have been * the 
natural leaders of the movement for modernisation. Conse¬ 
quences such as these, though less tangible than the destruction 
of factories, are likely to prove at once more serious and more 
lasting. 

Most of the Asiatic countries are now facing the urgent task 
of restoring their war-shattered economies to normal working 
order. This task of economic rehabilitation, however, is only 
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a prelude, to the more arduous task of industrialisation and 
economic development which lies ahead. Some of the problems 
involved in such development are discussed in Part II of this 
Report. 



Part II 

PROBLEMS OF RAISING PRODUCTIVITY 
AND INCOME 




CHAPTER VI 


POVERTY AND THE PROBLEM OP POPULATION 


Introduction 

The iirst part of this Report has described briefly the signi¬ 
ficant facts of the economies of Asiatic countries in the Far 
Eastern region. The findings of these chapters can be summed 
up in one sentence: all these countries, whatever their indi¬ 
vidual characteristics and differences, suffer from extreme 
poverty. 

They are predominantly agricultural countries. The central 
eause of their rural poverty lies in the very small size of the 
farm operated by the average rural family, and in the exist¬ 
ing trend for it to become even smaller for reasons which have 
been stated. The small scale of the average agricultural enter¬ 
prise makes it virtually impossible for the cultivator to raise 
his income from the land to any considerable extent, no matter 
how diligent and resourceful lie may be. Two consequences 
follow: one is the dependence of most farmers upon supple¬ 
mentary occupations to make up for the deficiencies in agricul¬ 
tural income; the other is the heavy rural debts incurred for 
consumption purposes. As a result of default in the repay¬ 
ment of such debts, a large number of peasants lose their laud 
to moneylenders and become landless agricultural labourers.’ 

The minute size of the farm is itself a cause of the extremely 
low productivity of agricultural labour in Asiatic countries. It 
precludes the possibility of large-scale mechanisation of farm¬ 
ing operations, which is, mor^ver, suited only to comparatively 
flat land. And since the size of the farm is too small to provide 
any surplus income for saving, the majority of peasants do hot 
possess the financial resources necessary for the improvement 
of agricultural productivity even within the framework of 
labour-intensive methods of cultivation. 
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Industrial output constitutes only a small proportion of the 
total production of Asiatic countries, and the consumption per 
head of industrial goods is exceedingly low. A major portion 
of industrial output is still produced by handicraft industries 
scattered in numerous households and small workshops, both 
rural and urban, throughout the country. These industries are 
characterised by the smallness of the productive unit, the labour- 
intensive methods of production, the meagreness of capital 
investment, the low productivity of labour, and the low rate 
of wages and earnings. Many of these handicraft industries 
are, however, in the process of readaptation or decline under 
tiie impact of competition from machine-made goods, whether 
imported or produced at home. 

Modern industries, or industries using power-driven machinery 
and large-scale methods of production, represent as yet only 
a small proportion of total industrial employment and output 
in Asiatic countries, although their development at least in some 
areas has been accelerated by the stimulus of the war. In China 
and India, modern industries 4 are more fully developed in 
certain sectors of consumers’ goods industries, particularly the 
textile industry, than elsewhere in the Asiatic countries of the 
Far Eastern region. In South-east Asia mining industries are 
generally of greater importance than manufacturing indus¬ 
tries; the latter have until recently been confined mainly to in¬ 
dustries associated with the processing of agricultural and 
mineral products for export markets. In the past, the develop¬ 
ment of modern industries in almost all the Asiatic countries 
has been brought about largely by foreign investment. 

It is now necessary to examine what policies should be adopted 
to improve the economic condition of these countries. The 
ultimate aims and objectives of social policy can be decided 
only by the individuals who compose the society concerned. 
However, such decisions can best be taken in the light of full 
knowledge of the possible alternatives and of the prpbable con¬ 
sequences of adopting a particular course of action. An under¬ 
standing of why some countries are rich and others poor is 
necessary in the first place. Further, the cost entailed by the 
execution of a programme designed to enrich a country must 
be clearly understood. Industrialisation will involve extensive 
changes in the present social structure of Asiatic countries. If 
is for these countries to decide whether and to what extent they 
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wish to embark on a policy of industrial development involving 
suck changes. 

An understanding of the problem of wealth and poverty is* 
essential. .The more specific measures suggested later in this 
Report for the economic development of Asiatic countries are 
based largely on the analysis of this problem. What are the 
factors determining the wealth of a country ? Quite generally, 
its standard of living depends on its productivity. This again 
depends on the extent of its material resources, its capital 
equipment, the number, skill and other qualities of its people, 
their social attitudes and conception of values, and the existing 
organisation and technique of production. The standard of 
living of a people can be raised by the improvement of any 
of these factors. 

The main obstacle to the success of a programme aimed at 
increasing the standard of living in Asiatic countries is, how¬ 
ever, the possibility of so great an increase in population accom¬ 
panying the increase in production as largely to prevent any 
improvement in average standards of living. It is true that, 
in economically developed countries, the population expanded 
rapidly at the same time as there were substantial increases in 
living standards. This was possible, however, for two reasons, 
neither of which would appear to be operative in Asiatic 
countries. In the first place, the economically developed 
countries had, before the industrial revolution, relatively low 
densities of population and there were, in addition, large un¬ 
developed areas to which their peoples could emigrate. Second¬ 
ly, in these countries economic institutions and social attitudes 
were rapidly evolved which ensured an adequate response to 
the opportunities created by the industrial revolution. 

In western Europe, the agricultural and industrial revolu¬ 
tion, by reducing death rates, led at first to a great increase in 
population, which could be supported by the rapid increase in 
production both in Europe and in the newly developed count¬ 
ries overseas, and which was, indeed, essential to increased 
specialisation and mass production. Subsequently, other forces 
arising out of the industrial revolution, such as urbanisation 
and the emancipation of women, came into operation which 
checked the rate of reproduction and prevented the fruits of 
industrialisation from being eaten up by unrestrained popula¬ 
tion growth. Trj the -Asiatic countries of the Far Eastern region/ 
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on the other hand, the initial growth of population which is to 
be expected as an inevitable consequence of improved living 
conditions is not needed to provide the labour and the markets 
for industrial output, as there are already ample numbers for 
this purpose. Further, in these countries the factors which 
elsewhere have tended to check population growth seem likely 
to be either inoperative or long-delayed, unless the existing 
pattern of society undergoes extensive and rapid changes. 

The population problem is thus at the core of the problem 
of poverty in Asia. The ultimate success of the measures sug¬ 
gested in this part of the Report depends on the rate of popu¬ 
lation increase. 

Income and the Size op Population 

Why are some countries poor and others rich ? What are 
the factors that determine the level of income? These are ques¬ 
tions which cannot be answered completely within a brief com¬ 
pass. At the outset it is important to avoid a number of obvious, 
but nevertheless widespread fallacies. A particular country is 
often regarded as rich because it has abundant raw materials, 
-especially iron and coal, or another country as poor because it 
lacks these resources. It is frequently said that countries 
which, lack iron and coal can hardly expect either to be in¬ 
dustrialised to any great extent or, in general, to become 
wealthy. In fact, discussions of the subject abound in state¬ 
ments that a lack of certain natural resources, particularly of 
iron and coal, will effectively prevent any substantial raising 
of, -national income. 

, Yet the facts show that this is not true. The relation between 
a country’s natural resources and its social welfare and national 
income is considerably more complex. There are countries,, 
aucb.as Switzerland, which possess no raw materials to speak 
of, certainly little or no iron or coal, and which are nevertheless 
highly industrialised and wealthy. There are other countries^— 
more numerous—which possess great natural resources, but whose 
population is for the most part extremely poor. Bolivia and 
Malaya are examples of this group.. The availability or lack 
of raw materials within the national borders, although important, 
is only one determinant of the level of national income. 

Neither can a complete explanation of the problem of poverty 
or wealth be found in.the size t of the population in any area. 
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The Asiatic countries of Jie Far Eastern region are said to be 
overpopulated. But overpopulation is a relative, concept* 
Neither population density nor the land-labour ratio constitutes 
an appropriate criterion of overpopulation. There are densely 
populated countries such as the Netherlands which are wealthier 
than other less densely populated countries. Am increase in 
population is not in itself undesirable. Many countries, faced 
with the possibility of a declining population in the near future, 
view the prospect with alarm. From the economic point of 
view, the optimum population for any country will be that which, 
given existing resources and the techniques available for their 
use, permits average standards of living to be maximised. 
Standards of living do not depend only on the resources of a 
country and its population; they depend also on the methods of 
production used by the population and on the proportions in 
which resources are allocated to different types of production. 
A country cannot, therefore, be said to be overpopulated in 
the sense that only if it had fewer people could the average out¬ 
put and income of each be higher, unless the methods of produc¬ 
tion used by the population and the allocation of its resources 
are the most economical possible. 

Thus it cannot be said that Asia or any other part of the 
world is overpopulated without reference to the methods of 
production in use. In these methods lies the true reason why 
some countries have become relatively rich while others have 
remained poor. In the richer countries there has been a revo¬ 
lution in methods of production which has hardly any parallel 
in the poor countries. In agriculture as well as in secondary 
industry, the wealthier countries have developed and applied 
increasingly effective techniques of production. In particular, 
they have adopted methods involving the use of steadily in¬ 
creasing amounts of capital. This agricultural and industrial 
revolution has permitted them to support a greatly expanded 
population at a substantially higher standard of living. 

It is this revolution in all methods of production rather than 
the development of secondary industries in particular that has 
made some countries rich. The first claim on production will 
always be for food to keep people alive. The development of 
agricultural knowledge and the adoption of methods of agri¬ 
cultural production involving the use of large amounts of capital 
are essential if any considerable body of workers is to be re* 
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leased for secondary and tertiary production. In turn the use 
of highly efficient and capital-intensive methods of production 
in secondary and tertiary industries permits these workers also 
to turn out the high volume of output which makes their peoples 
wealthy. Accompanying these developments, and vital to their 
success, has been a great increase both in the degree of specialisa¬ 
tion and in the reliance on trade and exchange, alike between 
individual producers within national borders and between 
different countries. 

The outstanding aspect of the problem of poverty in Asia 
is that a high proportion of the working force is engaged in 
agriculture and that its productivity is extremely low. Seventy 
to 80 per cent, of the population depends on agriculture, the 
average size of farms is not above 5 acres, and these farms, 
moreover, are usually split into several strips. A substantial 
reduction of the population engaged in agriculture is needed 
to relieve the pressure on the land and to provide the conditions 
necessary for an increase in the productivity and income of 
agricultural workers. 

The improvement of agricultural productivity, which is depen¬ 
dent on changes in methods of production and on an increase 
in capital equipment, is discussed in the next chapter. Here 
it is only necessary to point out that this improvement is essen¬ 
tial to economic progress. As long as production was carried 
on to supply minimum needs rather than to make a profit or in 
general to get a money income, as long as these needs were 
determined by status rather than by individual choice, and as 
long as people preferred freedom from the discipline which in¬ 
dustrial organisation of necessity imposes on the worker, the 
methods pursued from time immemorial might be considered 
adequate. In agriculture these methods appear to have had one 
major virtue; they have in general maintained the fertility 
of the soil, despite intensive cultivation through many centu¬ 
ries. 1 But the small size of farms, their division into many 

1 Of. Sir Albert Howard : An Agricultural Testament (London, Oxford 
University PresS; 1940) : 

*. The agricultural practices of the Orient have passed the supreme 
test—they are almost as permanent as those of the primeval forest, of 
the prairie or of the ocean. The smallholdings of China, for example, 
are still maintaining a steady output and there is no loss of fertility 
after 40 centuries of management (pp. 9-10). 

Sir Albert Howard Attributes the maintenance of soil fertility to * the 
practice of r$$urnii}g thq soil aU organic waste, to tter. - 
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parcels, the wasteful use of labour, and the poor strains of 
plants and animals have limited the level of farm output. 

Now, however, Asiatic society is beginning to change. Modem 
methods of production are being introduced, though as yet 
only on a very limited scale; new commodities and services are 
being demanded to supplement the content of traditional living 
standards; economic relationships based on contract are gradual¬ 
ly taking the place of customary relationships based on status. 
All these are characteristics of an industrial society and are 
indeed essential to industrial methods of production. 

Industrial Development and Capital Formation 

If a substantial number of "workers are to be removed from 
agriculture, other occupations must be developed to employ 
them. These occupations should be of high productivity in order 
that the living standards of the persons leaving agriculture may 
be raised and in order that they may be able to produce goods 
and services with which to buy food from agricultural pro¬ 
ducers at home and abroad. The removal of these workers from 
agricultural production will, along with other improvements, 
permit the productivity of the remaining agriculturists to be 
increased, and enable them to buy the output of industrial pro¬ 
ducers with the surplus. 

Two problems arise immediately. The first is the practicabi¬ 
lity of moving substantial numbers of agriculturists into indus¬ 
trial production. Will they have the necessary occupational 
skills and general education ? In the economically advanced 
countries, agricultural workers normally have some measure of 
general education and are familiar with the operation of agri¬ 
cultural machinery. This gives them a basic understanding on 
which can be built, fairly quickly, a grasp of the techniques 
needed at least for semi-skilled industrial processes. Indus¬ 
trialisation in Asiatic countries, however, is hampered by a 
shortage of the kind of labour required for modern industry. 
The capacities required differ greatly from those commonly 
found among workers in agriculture and household industries 
in these countries. The industrial worker has to be literate; 
often he has to be able to read blueprints; he has to understand 
the need for industrial discipline. The countries in question 
are all short of workers with these qualifications. The shortage 
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varies from country to country, and from trade to trade, but 
it exists throughout the region. There is a shortage of 
managers, of capitalists willing to become entrepreneurs, of 
technicians and machinists. There is a shortage of all the more 
skilled types of labour needed in industry. This last shortage 
is of crucial importance. Resources can be imported, capital 
equipment can be imported or created at home. Skilled labour, 
however, apart from the few experts who may be persuaded to 
come from abroad, can be developed only by training. Unless 
domestic labour develops interest and energy in acquiring tho 
necessary skills, this training may take a very long time. 
Writing of China, Mr. Kuo-Ileng Shih states that: 

One of the difficulties of China’s industrial development clearly 
manifested in the interior is thu lack of sufficient trained industrial 
workers. We do not like to over-emphasise this aspect, but as com¬ 
pared with other difficulties such as lack of capital, communications, 
and supply of raw materials, it seems that this may become a bottle¬ 
neck. Supply of industrial workers cannot be dependent on foreign 
aid, and adequate supply cannot be made available within a short 
time. How to build up a labour basis for our industrial development 
is thus a particularly pertinent problem in planning a scheme of re¬ 
construction . 1 

The second great problem is that of capital formation. The 
improvement of productivity in agriculture and the develop¬ 
ment of new industries will depend largely on the rate at which 
capital equipment can be accumulated. It is sometimes pos¬ 
sible, particularly in agriculture, to effect an improvement in 
methods of production without waiting for additional capital 
to become available. Thus land can be consolidated into single- 
holdings instead of being held in scattered strips; seed strains 
can be improved; animal breeding can be made more selective; 
wastage of labour and of rime can be reduced. Further im¬ 
provements in agricultural techniques, however, and the intro¬ 
duction of modern techniques in industry will require consider¬ 
able amounts of capital. The Asiatic countries considered here 
are seriously short of capital resources; and this lack of capital 
is at once the consequence and in large part the explanation 
of their poverty. Capital formation requires saving, and saving 
requires an income which is sufficiently high to permit a surplus 
over and above the necessary expenditures for consumption. 

* Kuo-Heng Shih : China Enters the Machine Age '(Cambridge, 
Harvard University Press, 1044), p. xiii. 
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There can be little saving if income barely exceeds the subsistence 
level. Thus the low level of income itself makes any raising of 
the standard of living extremely difficult. 

To put the same thing in physical rather than monetary 
terms, the formation of capital requires a change-over in the 
uses to which factors of production are put. In the Asiatic 
countries of the Far Eastern region, by far the greater part 
of the available resources for production is employed to pro¬ 
duce a bare minimum of consumers’ goods. It is difficult to 
spare any of these resources for the production of capital goods: 
railways, factories, machines, and so forth. The fact that 
labour, capital, and land seem barely sufficient to sustain life 
makes it difficult to take even the first steps to improve the lot 
of the mass of the people. 

The situation should not, however, be regarded as hopeless. 
In the first place, if capital cannot be formed easily within the 
Asiatic countries, some at least can be imported from countries 
which not only have well-developed capital markets but also 
the skill and the capacity to produce for the needs of borrowing 
countries as well as for their own. Numerous arguments have 
been advanced against foreign borrowing ; some of the more 
serious arguments for and against such borrowing will be dis¬ 
cussed later in this Report. 

However, the needs of the Asiatic countries for capital are 
so great that, even if full advantage is taken of every oppor¬ 
tunity to borrow abroad, the great bulk of capital will have to 
be accumulated at home. 1 It is hardly conceivable that a 
Country of the size and potentiality of China or India could be 
developed solely with capital borrowed from abroad to a level 
comparable with the present state of industrial development 
in the United States or the United Kingdom. This is a point 
whose importance cannot be overemphasised. 2 Not only is it 
desirable that capital should be formed within the country to 
be developed: such domestic formation of capital is absolutely 
essential if the standard of life of the bulk of the population 
is to be raised substantially within a reasonable period of time. 

It is necessary, therefore, to enquire closely into the possibility 
of domestic formation of capital in Asiatic countries. This 
really comes down to the problem of whether workers of appro- 


1 On this point, see below, Chapt ers V II end VUL * 
•On foreign loans, see Chapter V33X 
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priate skills and other resources of production can be made 
available to build railways, roads, factories and machines, or to 
produce goods for export which can be exchanged for machinery 
produced overseas. Ignoring for the moment the problem of 
special skills which has been discussed above, it is clear, in the 
first place, that, if there is a substantial quantity of any of the 
resources for production which is not fully utilised—especially 
labour—the formation of capital can be proceeded with, with¬ 
out diminishing the supply of other goods. If, however, there 
are not sufficient unemployed resources, then domestic capital 
formation can be undertaken only by withdrawing resources from 
other uses. If these resources are drawn from modernised agri¬ 
cultural and secondary industries, or from efficient communi¬ 
cation services, capital formation can take place only at the 
expense of a corresponding reduction of other types of output. 
However, if they are drawn instead from sectors which make 
only a small contribution to total output, the consequent re¬ 
duction of output will also be small. If at the same time 
the industries and services from which such resources are with¬ 
drawn adopt more modern methods and gradually acquire for 
their use some of the capital that is being formed, they will pro¬ 
bably be able so to increase the productivity of their labour 
as not only to compensate for the resources they have lost but 
also to increase their output despite the reduction of their labour 
force. 

The large number of persons employed in performing per¬ 
sonal and domestic service is an obvious source of labour supply 
for use in capital formation. In India, for instance, although 
only about 23 per cent, of the working population is employed 
in service industries 1 , as against not far short of 50 per cent, 
in Australia and the United States, nevertheless 10 per cent, 
of the working population is engaged in personal service, com¬ 
pared with less than 5 per cent, in the two countries mentioned. 
The large number of persons so engaged reflects at least in 
part the current pattern of consumer preferences in Asiatie 
countries, and it is difficult to estimate how many of them could 
be shifted to other work without appreciably affecting the out¬ 
put of services for which a real demand exists. It seems likely, 


- la this term are transport and communications, commerce, 

finance, armed forces, Government service, etc. 
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however, that a fairly substantial number could be spared with¬ 
out much loss in output; and if consumers 9 preferences could 
be shifted so that they would prefer more goods or more assets 
and less personal services, a large number of workers could 
presumably be released for other production, and particularly 
for capital formation. 

Another important source of manpower is of course agricul¬ 
ture, which at present absorbs by far the greater part of the 
labour force in Asia. Since, however, it can at best produce 
no more than a minimum subsistence for the Asiatic peoples, 
it would appear at first sight that drawing labour from agricul¬ 
ture to support capital formation would be impossible, as it 
would mean condemning people to starvation. 

However, in agriculture as in personal and domestic service, 
there appears to be a substantial volume of * 1 disguised un¬ 
employment”—in the sense that many workers are engaged in 
less productive work than they are capable of, because they 
would otherwise be unemployed. If industries producing 
capital goods could be established and manned by this surplus 
labour, capital formation could be advanced without any reduc¬ 
tion in standards of living. 

This point needs elaboration because in the above context the 
term “disguised unemployment” has a wider meaning than 
usual. There is no doubt that most of the labour needed to 
build capital equipment will have to be diverted from agri¬ 
culture and services, if only because most labour is in fact 
employed in these pursuits. The conditions in which such a 
diversion of labour could take place without appreciably reduc¬ 
ing output are, however, a matter which requires close investiga¬ 
tion. In some areas or types of farming, substantial numbers 
of workers could be spared without significantly reducing out¬ 
put; but in others, few workers could be spared unless farm 
methods were improved. Writing of a somewhat similar situa¬ 
tion in Trinidad, one experienced observer noted that a fall in 
the agricultural population, brought about as a result of workers 
transferring to war work, was accompanied by a corresponding 
fall in agricultural output. He concluded, however, that the 
output could have been maintained by a considerably smaller 
number of agricultural workers if they had first been “ provided 
with more instruction or better diet or more capital or greater 
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incentives”. 1 The term disguised unemployment, as used in the 
present discussion, thus covers not only directly wasteful em¬ 
ployment but also the employment of substantially inferior 
techniques, however justified this may be in the existing 
circumstances. 

Since it is from this disguised unemployment that workers 
must be drawn for the formation of capital, it follows that the 
change in agricultural techniques and the improvement of the 
productivity of agricultural workers to which reference has 
been made above is also essential for this purpose. It is not 
often sufficiently appreciated that in western Europe the agri¬ 
cultural revolution preceded the industrial revolution. In the 
countries of South and East Asia, they must occur simultaneous- 

Jy- 

Income and Population Growth 

Thus, if the countries of South and East Asia are to become 
more prosperous, a reduction in the numbers engaged in agri¬ 
culture, an increase in the numbers engaged in industry, a com¬ 
plete revision of methods of production, and a rapid increase 
in the amount of capital equipment are required. These 
measures are necessary to increase total production so that 
average living standards may be raised. Production should 
obviously increase faster than population. 

The iirst effect of an increase in production and in standards 
of living will be a reduction in death rates. These are very high 
in Asiatic countries, particularly among children. Death rates 
in the Asiatic countries for which statistics are available are in 
almost all cases above 25 per 1,000, compared with rates below' 
15 per 1,000 in most of the economically more advanced coun¬ 
tries. Mortality rates are particularly high in Asiatic countries 
in the younger age groups, apparently the result in large part 
of malnutrition and inadequate care. Improved levels of nutri¬ 
tion, housing, clothing, and medical care, made possible by in¬ 
creased production, are likely, therefore, to have immediate effects 
in a substantial increase in population, as they did in all coun¬ 
tries affected by the industrial revolution. 

On the other hand, there is no reason to suppose that there 
will be any quick reduction in birth rates. Even after the in- 

1 Frederic Bbnham, in Eoonomica, Aug. 1946, p. 210, 



POVERTY AND POPULATION 14# 

dus'rial revolution in western European countries, birth rates 
remained high for approximately three quarters of a century 
after the fall of death rates commenced. The fall of birth rates 
was eventually brought about by a combination of several factors. 
Urban life is less suited than rural life to large families. In¬ 
creased longevity means that the size of the family can be 
maintained although fewer children are born. People are 
gradually imbued with the desire to give their children a better 
education and a better standard of life. They come to want 
for themselves also a higher standard of living, and more leisure. 
In particular, as women develop new interests, they tend to have 
fewer children; many of them postpone their marriage to a 
later age, and thus reduce their opportunities for childbearing, 
and some do not marry at all. All these factors which contri¬ 
bute to a reduction in birth rates together bring about a funda¬ 
mental and substantial change in social, economic, and cultural 
attitudes. It is inevitable that this evolution should take a 
long time, and that the reduction in birth rates should lag far 
behind the reduction in death rates, which is largely a purely 
physical phenomenon. Moreover, in Asiatic countries, the pre¬ 
sent attitude towards family life, which appears to favour high 
fertility, seems to be deeply ingrained in the people. In these 
countries the social evolution dt scribed above would need to be 
all the more rapid if its effects are not to be long delayed. 

One well-known observer has stated the problem and the 
reasons for past failures tc solve it, with reference particularly 
to non-metropolitan territories, in the following terms: 

The uses to which technologically backward regions have been put, 
and the nature of the policies of the dominant nations towards them, 
have been such as to impede the transition to low fertility. Agricul¬ 
tural life has been promoted; native industries have faced the com¬ 
petition of established industries of technologically advanced coun¬ 
tries. Industrialisation and urbanisation have developed very gra¬ 
dually. Moreover, in general and especially under the more enlight¬ 
ened colonial regimes, there has been considerable protection of native 
customs, religions, and social organisation, all of which foster the 
maintenance of high fertility. In short, the technologically advanced 
nations have disseminated and imposed that part of their culture 
which reduces mortality, while withholding, or at least failing to 
foster the transfer of, that part of their culture out of which the 
rational control of fertility and the small-family pattern develop. 
The population grows a good deal as it did in the West, but unlikp 
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the situation in the West, the growth stage has not' been accompanied 
by the social changes that eventually lead to an end of expansion. 1 

If a substantial increase in population is inevitable, indus¬ 
trialisation will present a much more difficult problem to Asiatic 
countries than it did to European countries at the beginning 
of the industrial revolution. It is obviously impossible to specify 
categorically the optimum population for any area. The size 
of the optimum will change from time to time with the discovery 
of new resources, the development of transport and of new tech¬ 
niques, and the emergence of other new factors. Looking back, 
however, it is clear that the population of European and extra- 
European countries which expanded rapidly during the nine¬ 
teenth century was too small in 1800 to exploit fully the poten¬ 
tialities set free by the development of the industrial revolution. 
It is clear also that the present population of western Europe 
is much nearer to what is required to exploit its resources fully, 
and that the current slackening of population growth in these 
areas need not be viewed with alarm from the point of view 
of maximising living standards. If it is at all possible to make 
a judgment about the optimum population for Asia over the 
next century or so, the only conclusion would seem to be that, 
in the light of world potential resources and of foreseeable deve¬ 
lopments in productive techniques, a high rate of population 

1 Frank W. Notestejn : “ Problems of Policy in Relation to Areas of 
Heavy Population Pressure M , in Demographic Studies of Selected Areas 
of Rapid Growth (New York, Milbank Memorial Fund, 1944), p. 147. 
The following observations may likewise be cited in this connection :: 

There are only two known curbs for a growth in numbers in excess 
of the means of subsistence : one is that of 11 nature 11 —starvation, 
disease, infanticide and exterminatory wars ; the other is urbanisa* 
tion and higher living standards. Experience in the West has shown 
clearly that, consequent upon industrialisation, the rate of population 
increase slows down (Harold Butt.ee : Problems of Industry in the 
East, with Special Reference to India,, French India, Ceylon, Malaya 
and the Netherlands Indies, International Labour Office, Studies and 
Reports, Series B, No. 29, Geneva, 1938, p. 70). 

And more recently : 

Few social trends in the modern period have been as universal and 
persistent as the decline of mortality and fertility. Coming as a 
result of agricultural, industrial, and technical evolution, the declines 
were established first in mortality, and only after a considerable 
interval in fertility (Prank NotestMN and others : The Future Popu¬ 
lation of Europe and the Soviet Union , League of Nations, Geneva, 
1944, p. 26). 

Reference may also be made to the memorandum, Demographic Trends 
in Asian Countries , prepared for the recent Asian Relations Conference 
by B. Eamamubti (New Delhi, Indian Council of World Affairs, 1947). 
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growth in Asia would not be compatible with a substantial in¬ 
crease in Asiatic living standards. The density of population 
in Asia today is much higher than it was in Europe in 1800. 
The opportunities today for Asiatic people to emigrate are much 
more limited than the opportunities for Europeans during the 
nineteenth century. With a high rate of industrialisation and 
modernisation, a population growing at a moderate and dimi¬ 
nishing rate, in comparison with the present rate of increase, 
could be supported. The growth of population is in any case 
inevitable and must be provided for in planning. But a 
" population explosion ” such as occurred in Europe would 
be fatal to the chances of economic improvement in Asia. 

Asia today is in an extremely difficult situation. In so far 
as the process of industrialisation brings about a gradual rise 
in living standards, death rates will fall and the population will 
grow more rapidly than at present. If industrialisation is 
slow, the population is likely to catch up with the increased 
production, and real income per head will fail to rise. 

If this difficulty is to be overcome, production must increase 
much faster than population. There are good reasons to hope 
that the rate of increase in production in Asiatic countries in 
the future could be much faster than was possible in Europe 
in the early stages of the industrial revolution. The industrial 
revolution in Asia will depend chiefly on the adoption and 
adaptation of productive techniques and organisation which 
have already been well developed in industrially advanced 
countries. The change can therefore be brought about much 
more rapidly than in Europe in the nineteenth century, when 
development depended almost entirely upon the pace at which 
new inventions and innovations were made and introduced. 
Moreover, while the economic development of Europe in the past 
was based chiefly upon the private initiative of business men, the 
economic development of Asia in the future will most likely 
proceed on the basis of a well-planned and co-ordinated pro¬ 
gramme under the direction and leadership of Governments. 

In these circumstances there should be less uncertainty, dis¬ 
organisation, and waste of resources than occurred in the course 
of Europe's industrialisation. Thirdly, while industrialisa¬ 
tion in Europe had to depend exclusively on domestic capital 
formation, capital accumulation in Asia can be accelerated by 
foreign aid, not only in the form of investible funds, but abb. 
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thaulra to the great productive capacity of the capital goods 
industries in some of the advanced, industrial countries and 
particularly in the United States, in the form of supplies of 
the materials and equipment necessary for capital formation 
in Asia. Finally, the industrial revolution in Asiatic countries 
can also be greatly assisted by having recourse to the services 
of technical experts from the industrially more advanced 
countries who understand and are able to apply modern techni¬ 
ques of production. 

Whether industrialisation can be promoted at a rapid rate 
depends ultimately, however, on the peoples of Asia. It is not 
merely a question of skill, or literacy, or health, or economic and 
social institutions. These can be developed—and quickly—pro¬ 
vided that the people want them. This issue of social and cul¬ 
tural attitudes is fundamental to the question of the pace at 
which living standards can be raised. These attitudes will 
determine ultimately the rate at which production increases and 
the rate at which population increases. 

This conclusion is so obvious as to need no elaboration. Clear¬ 
ly, the rapidity with which new industries are established de¬ 
pends in the first place on local enterprise and initiative. The 
possibility of acquiring capital equipment, important as it is, 
is a secondary factor. For the development of industries, the 
primary consideration is whether some workers are prepared 
to move from agricultural production to industrial production 
with all its social and cultural consequences. The rate at which 
total production increases depends on these factors and on the 
extent to which agriculturists are prepared to replace existing 
methods of production by more efficient techniques. The rate 
at which population grows will depend on what the peoples of 
Asia want and on the way in which they react to economic 
changes. If they want higher, living standards, and if they 
make fairly rapid progress, through industrialisation, urbani¬ 
sation, education, and the emancipation of women, towards 
attaining that end, a reduction in birth rates will be brought 
about quickly enough to prevent population growth from 
counteracting the effects of industrialisation. If, however, in¬ 
dustrialisation and modernisation proceed but slowly and the 
reduction in birth rates is long-delayed, Asiatic countries will 
remain poor and the melancholy cycle of high birth rates offset 
by high death rates will continue. 
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The crucial factor in the poverty of the countries of South 
and East Asia is thus the population problem in its various 
ramifications. Industrialisation, capital formation, foreign 
borrowing, and other factors are of vital importance, but, in 
the final analysis, they cannot make a country more prosperous 
unless the problem of population is adequately dealt with. 
The core of the population problem in the* Asiatic countries of 
the Far Eastern region, as has been shown in the foregoing 
pages, is the continued pressure of a predominantly agricultural 
population on the means of subsistence. The social environment 
is such that attempts to improve productivity per head are apt 
to be frustrated by the tendency of population to expand to the 
maximum that can be sustained by available production. 

The present chapter is concerned principally with the 
national or local action that can be taken in the economic field 
as a means of tackling the problem of population and poverty. 
The emphasis throughout is on the underlying factors of eco¬ 
nomic life, rather than on the institutional arrangements 
through which policy may })e made effective. 

Redistribution of the Working Population 

In all countries for which there are sufficient data, these 
suggest that there is a significant relationship between the 
national income per head of population and the proportion of 
the population engaged in various types of occupations. Occu¬ 
pations may be classified into primary employment, consisting 
chiefly of agriculture, secondary employment consisting chiefly 
of manufacturing industry, and tertiary employment compris¬ 
ing chiefly the service industries. Whether different countries 
arc* compared at the same date or whether the situation of one 
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country is compared at different dates, the following relation¬ 
ship seems to hold true: as a country grows richer, the pro¬ 
portion (though not necessarily the absolute number) of the 
population engaged in primary industry declines; the propor¬ 
tion eugaged in secondary industries increases, though even¬ 
tually at a diminishing rate ; and, finally, the proportion 
engaged in tertiary industry also rises. 

The existence of this tendency for wealthy countries to have 
a smaller proportion of the population engaged in agriculture 
does not necessarily imply that the productivity of secondary 
and tertiary industries is higher than that of agricultural in¬ 
dustries. What it does mean is that, as a result of improvement 
in methods of production agricultural industries become so 
efficient that the application to them of a steadily decreasing 
proportion of resources can produce food for the population as 
well as raw materials for industry. Consequently, a steadily 
increasing proportion of resources can be released for secondary 
and tertiary*production. It is not the particular distribution of 
industries that makes countries prosperous, but rather the high 
productivity of resources in all types of production which 
permits the particular distribution of industries. 

Substantial variations from the general tendency must 
naturally be expected, depending on the particular resources 
available to each country and its general social and economic 
structure. The extent to which raw materials are available 
locally will determine some of the variations; and the extent 
to which land is available in relation to the population will 
determine both the income and the numbers of the population 
making a living from the land. Australia and New Zealand 
are examples of countries with a high proportion of land and 
other resources to the population and with high incomes per 
head. As in the United States and in western Europe, and in 
contrast to Asiatic countries, the peoples of Australia and New 
Zealand have deliberately limited their numbers and have 
adopted efficient and highly capitalised methods of produc¬ 
tion in order that they may maintain the high standards of 
living which they demand. 

The redistribution of the working population between 
various types of employment has been going on in industrialis¬ 
ed countries for a considerable period. In countries whose 
economic system is based mainly on private enterprise, this 
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movement of workers from primary to secondary and tertiary 
employments is brought about through differentials in wages 
and in employment opportunities. These differentials arise 
from differences of productivity in different occupations. The 
redistribution of population comes to an end when the pro¬ 
ductivity, and hence the remuneration, of the workers is ap¬ 
proximately the same no matter where they are employed. The 
process takes time even in the best of circumstances, and 
continues as long as there is technological progress. It is main¬ 
ly a process of industrialisation and urbanisation arid there¬ 
fore reduces the pressure of population on the land. 

If the raising of living standards through raising the pro¬ 
ductivity of workers and redistributing an increasing number 
of them into new occupations is to be facilitated, certain condi¬ 
tions which are not always clearly recognised must be fulfilled. 
These conditions are largely absent in Asiatic countries. In 
the first place there must be occupations where labour pro¬ 
ductivity is higher, into which workers in less favoured employ¬ 
ments can move. Such openings for more productive employ¬ 
ment, the existence of which is largely taken for granted in the 
industrialised economies, are essentially limited in Asiatic 
countries. These countries are short of the capital, as also of 
entrepreneurs who could build up the capital, essential to create 
such openings and to raise the productivity of workers. 

Secondly, the pace of development must be rapid. This is 
necessary for several reasons. In many cases, the establish¬ 
ment of new industries will lead to a contraction in handicraft 
production. New and more efficient industries will require the 
employment of substantial]}' fewer workers to produce the same 
output as was formerly produced by handicraft industries. 
Therefore, if unemployment among handicraft workers is to be 
avoided, industrial output and employment must expand rapid¬ 
ly, in order to create new employment opportunities for dis¬ 
placed rural workers. Similarly, as has been pointed out in 
Chapter II, many agriculturists depend for a large part of 
their income on their earnings from part-time occupation in 
rural industries. If the development of modern industries 
results in depriving them of much of these earnings, it be¬ 
comes all the more important to raise the level of incomes deriv¬ 
ed from purely agricultural occupations. This means that the 
productivity of agriculture must be raised, side by side with 
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the establishment of new industries. The most important 
part of any programme to raise agricultural productivity must 
be a substantial reduction in the numbers working on the land. 
For this reason again, the pace of industrial development must 
be rapid in order that surplus agricultural population may 
find productive employment. Consideration might also be 
given, however, to methods of improving the economic orga¬ 
nisation of village industries which can provide seasonal 
occupation and income for agriculturists who are not fully 
engaged in farm work throughout the year. 

Thirdly, unless industrial development is rapid, the wages 
and real incomes of workers will not rise very much. It is 
true that, to the extent the more capital per worker is avail¬ 
able in rural industries, and to the extent that production is 
better organised, the productivity of labour will increase. 
However, if relatively few of these industries are established 
and if there are many workers competing for employment in 
them, the increase in productivity will not lead to an equiva¬ 
lent increase in wages. The wages of skilled workers will 
rise if skill is relatively scarce—but in that case industrialisa¬ 
tion will proceed only slowly. If the real income of the great 
mass of workers is to rise substantially, industrialisation* must 
proceed rapidly so as to create a large demand for labour in 
general. 

Finally, as will be shown in more detail below, since the eco¬ 
nomies of the countries of South and East Asia are likely 
always to be mainly agricultural, the living standards of the 
mass of the population can rise substantially only if agricultural 
production is made more efficient. This will not only increase 
agricultural output, permitting the release of workers for 
other production and reducing the dependence of agriculturists 
for their subsistence on rural industries, but will also, by 
making all workers more productive, increase their bargain¬ 
ing strength and so enable them to secure wages corresponding 
more closely to their irtereasing productivity. 

Importance of the Mobility of Labour 

. For the process of redistribution of the population outlined 
above it is not sufficient merely that alternative employments 
should exist; people must also be mobile in order to make 
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use of the better opportunities. Such mobility exists only 
on a limited scale in most parts of South an<d East Asia. 

The limited degree of mobility is in part a consequence of 
inadequate transport facilities; but traditional attitudes, and 
especially the traditional specialisation of particular social 
groups in certain occupations, are often no less serious an 
obstacle to movement than lack of transport. 1 Besides trans¬ 
port facilities and the breaking down of traditional barriers 
closing the door to different occupations, the creation of 
greater mobility requires education, vocational training, and 
the provision of information as to opportunities for more 
productive employment. For a fuller discussion of this aspect 
of the problem, reference may be made to the sections on 
employment organisation and vocational and technical train¬ 
ing in the report on item II on the agenda of the present 
Conference. 2 It must suffice here to call attention to the 
special importance of popular education on the widest possi¬ 
ble scale and of more specialised vocational training, in any 
programme of economic and social development. The follow¬ 
ing observation in respect of China made by a Chinese eco¬ 
nomist is true of all Asiatic countries of the Far Eastern 
region, and indeed of all countries in other underdeveloped 
parts of the world : 

China will have to launch a large-scale programme of educational 
reform with a view to preparing the vast illiterate agricultural popu¬ 
lation for industrial development, to be carried out simultaneously 
with a system of vocational education for the training of mechanics 
and skilled workers, just as other newly industrialised nations, Japan 
for example, did many decades ago. 8 

In stressing the importance of increased mobility of labour, 
it should be remembered that a considerable part of the capital 
equipment required in Asia will consist of buildings and trans- 

1 It may be recalled that the influence of traditional attitudes and 
prejudices in limiting the mobility of labour is not confined to the 
countries of Asia. Race prejudice and the notions of * 1 men’s work 99 
and ft womens work 99 are examples of such factors which operate in 
other parts of the world as well. 

•■Op. cit. ; see, in particular, pp. 113-114 and 127-139. Reference may 
also be made to International Labour Conference, 30th Session, Geneva 
1946, Report V (1) : Employment Service Organisation, which contains 
information on the present state of employment services in different 
co un tries, including China (p. 266) and India (p. 294). 

*H. D. Fong : The Post-War Industrialisation of China (Washington, 
National Planning Association, 1942), p. 14. 
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port facilities, the construction of which can be carried out 
in large part by workers residing in the localities concerned. 
In view of the present degree of immobility of the population, 
this is a fortunate circumstance. It remains true, however, 
that for the staffing of new factories and the further develop¬ 
ment of any broad programme of industrialisation, increased 
mobility of labour is essential in order that a sufficient number 
of workers may be available in each place where they are 
wanted and, more particularly, in order that the limited supply 
of skilled workers will be efficiently used. Without such in¬ 
creased mobility, industrialisation and capital formation might 
be so slow as to be brought to a standstill. 

Measures to Increase the Productivity of Agriculture 

Since it takes time, even in the best circumstances, to bring 
about a greater degree of mobility and to train sufficient 
numbers of workers of different skills, a programme of indus¬ 
trialisation is not by itself sufficient to raise the living standards 
of the masses quickly. It must be accompanied by a more 
efficient organisation of agriculture. Even such an ambitious 
programme as the “ Bombay Plan which contemplates a 
threefold increase in the total national income of India and 
a doubling of average income (allowing for population growth), 
through rapid industrialisation over a period of 15 years, 
would leave a very large proportion of the Indian people in 
agricultural pursuits. According to the plan, the proportion 
of national income produced by industry, which in 1931-1932 
was 17 per cent., would be 35 per cent, at the end of the period; 
the change for agriculture would be from 53 per cent, to 40 
per cent.; for services, from 22 per cent, to 20 per cent.; and for 
other occupations, from ,8 per cent, to 5 per cent. 

The Bombay Plan is mentioned because it is one of the most 
ambitious industrialisation plans as to the extent arid the speed 
with which it is proposed to be carried through. Even in this 
plan agriculture remains the most important avenue of emp¬ 
loyment. Industrialisation and the improvement of agricul¬ 
ture must therefore proceed simultaneously. Without rapid 
industrialisation, workers cannot be shifted in sufficient num¬ 
bers out of agriculture; but even with as rapid an advance of 

x The name by which A Plan of Economic Development for India, pub¬ 
lished in Bombay in 1944 by a number of prominent Indian industrialists, 
is generally known. 
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industrialisation as is envisaged in this plan, the workers 
employed in agriculture would still be so numerous that, with¬ 
out a substantial improvement in agricultural technique and 
organisation, their income, and the average income of all 
workers, could not be raised sufficiently. There is the further 
consideration, mentioned earlier 1 , that unless the productivity 
of workers remaining in agriculture rises to offset any decline 
in their numbers, industrialisation could not be promoted 
without an immediate fall in the volume of home-produced 
farm products available for consumption. 

There can be no question of the countries of South and East 
Asia ceasing to be agricultural countries. The United States 
did not cease to be an agricultural country when it became the 
foremost industrial country of the world. The real problem 
is to determine how to employ all the resources of the Asiatic 
countries—the land, the raw materials, and, above all, the 
peoples—more efficiently; this is clearly recognised in every 
important development plan prepared for the countries con¬ 
sidered. It is therefore essential to examine in what way 
agricultural productivity can be raised. 2 

The first consideration must be the amount of land that can 
be made available per agricultural worker. To say that the 
countries of South and East Asia are overpopulated is not to 
suggest that no more land is available for settlement. This 
is not the case. Population density varies greatly from country 
to country. Though precise information is lacking, even 
China, India, and Indonesia appear to have some reserves of 
unused land. According to a recent survey of the Indian 
provinces, some 90 million acres of cultivable land, or 26 per 
cent, of total cultivable area, are still unused. The figures of 
land utilisation are as follows: 





Million 




acres 

Land under forests 



68 

Land not available for cultivation 

., 


93 

Cultivable waste land 

.. 


92 

Current fallow 

,, 


45 

Cultivated land 



.. 214 


Total area 

.. 512 


*See above, Chapter VI, pp. 147-148. 

•For an illuminating analyst of the need for, and problems of, rural 
reorganisation in India, see T^rlok Singh : Poverty and Social Change 
(Longmans, Green & Co., Ltd., Calcutta, 1946). 
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India has evidently not yet exhausted the supply of cultivable 
land. Figures of population density in Indonesia show strik¬ 
ing differences between different regions. In 1930, the density 
of the population in Java and Madura was 315.6 persons per 
square kilometre, in the Outer Provinces 10/7. The scope for 
increased cultivation and the expansion of population in the 
Outer Provinces is, however, much less than these figures might 
suggest: 

The greater part of the country is covered with forests, .the soil is 
on the whole less fertile, the rainfall less favourable..; the available 
water is, as a rule, inaccessible for irrigation purposes. For all these 
reasons, extensive cultivation is the only possible form of agriculture, 
and vast tracts of country are doomed to be left untilled. Where 
conditions permit of the application of an agricultural system corres¬ 
ponding with that of Java, wc find areas that might compete with 
Java in respect to density of population. For instance, the popula¬ 
tions of Bali and Lombok, expressed in terms of arable area, are 
equal to those of Jogjakarta . 1 

Notwithstanding all these reservations, Indonesia also has 
more land suitable for cultivation. In China, likewise, there 
is some, though certainly not first-grade, additional land 
available for cultivation. “ Much of China is uncultivable, 
owing to lack of moisture, excessive cold, mountains, or poverty 
of soil. But not all that is cultivable is actually cultivated / 92 
And 11 certain provinces of China proper, if adequately equip¬ 
ped with communications, would probably carry a larger 
population; but scientific opinion does not seem at present to 
support the suggestion that the cultivated area could be greatly 
increased by extensive machine farming/* 8 

In other parts of South and East Asia the population pressure 
is considerably less than in the three countries mentioned. The 
further extension of cultivation might therefore be an appro¬ 
priate first step towards improving the standard of living of 
the agricultural population. In so far as the present non- 

* J. H. Boekx : The Structure of Netherlands Indian Economy (New 1 
York, Institute of Pacific Relations, 1942), p. 173. The State of Jogja¬ 
karta has a population density of 497 per square kilometre, or 615 per 
square kilometre of arable land, or 665 per square kilometre of arable 
land under cultivation during the year. 

* B. H. Tawney, op. oit., p. 28. Mr. Tawney adds : The materials 
used however, are several years old, and owing to the colonisation of Man¬ 
churia, the acreage [of the area under cultivation] has increased in the 
interval.” 

105. 
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utilisation of available lard is due to peculiarities of the exist¬ 
ing social organisation—notably to customs which tie. people 
to existing village communities—any extension would require 
widespread social changes. The social environment is not, 
however, the sole obstacle to the extension of cultivation. The 
distances involved are great, necessitating the provision of new 
transport facilities, and in certain areas considerable capital 
may be required for irrigation, marketing organisation, and 
•other measures of development. 

The physical reorganisation of existing farms would undoubt¬ 
edly improve the efficiency of agriculture. The small size and 
the fragmentation of farms lead to a waste of manpower—the 
mere physical effort of walking from one field to another and 
to and from the farmstead is wasteful—and make next to 
impossible the adoption of better methods of cultivation. It 
might be objected that it is inappropriate to speak of a waste 
of manpower in countries which have an overabundance of 
human labour. But this surplus is closely linked to the low 
level of production and income, and is a conspicuous example 
of disguised unemployment. These unemployed and under¬ 
employed persons are the main source of labour for any indus¬ 
trial expansion. 

The problem of split-up farms is not peculiar, to Asiatic 
•countries. It can be solved in several ways. The consolida¬ 
tion of farms—a process which most countries of central and 
eastern Europe went through during the 19th century—is 
one method. Another method might be co-operative farming 
by the integration of tracts of land belonging to neighbours. 
'Which method, or which combination of methods, is desirable 
will depend on the particular circumstances of the different 
countries. There are ample precedents in Asia and Europe 
to show the effectiveness of both methods mentioned. Neither 
would require the expenditure of capital, domestic or foreign, 
and either of them would raise the efficiency and hence the 
output of agricultural labour. 

The consolidation of farms and co-operative farming should 
facilitate the application of more efficient farming methods 
requiring capital outlay, as for instance by irrigation projects 
or by the use of modern implements and machinery. Co¬ 
operative ownership by a group of farms, a village, or even 
a group of villages, of such farm implements as threshers and 
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mlpppfe is eommoa |n European countries and not unknown* 

Mjfr *$&ere sews little, moreover^ m the idea o£ co-opera¬ 
tion WhjA tons counter to the established social customs of 
the eauntHeS under consideration here. 1 

The etipital outlay required for irrigation and for the purchase 
of farm equipment may have to come in part from foreign 
sources. Iu some cases the assistance of foreign personnel 
may be required for short periods, in order to train farmers 
in the use and maintenance of the new machines. 

The improvement of methods of production should not, 
however, be confined to the introduction of capital equipment. 
More advanced scientific methods in general, better seeds, the 
elimination of pests and plant diseases, and the improvement 
of breeds of livestock are important if agricultural production 
is to be raised from its present low level. 

Besides these improvements in methods and equipment,, 
improvements in economic organisation seem essential for real 
success. As has been seen above, the large volume of rural 
indebtedness is a heavy burden on farmers; rents are high and 
the incomes of the large mass of tenant farmers are correspond¬ 
ingly low. There is ample scope here both for land reform 
and for the development of rural credit facilities. Simple 
legislation fixing statutory maximum rates of interest is 
admittedly ineffective. A better organisation of the money and 
mortgage markets and of the banking system would go a long 
way towards lowering the interest rates for farmers. Rural 
credit co-operatives could play an important part, particularly 
in the provision of short term credit. Existing rural indebt¬ 
edness might be relieved by compulsory conversion on more 
reasonable terms. Such conversion might be effected by 
Governments being prepared where necessary to take over old 
mortgages, or to repay loans, or scale down loans. Such policies 
have proved successful in the United States, and there is no 
reason why they should not work in Asia. The difficulty of 
establishing a well-organised money and mortgage market 
should not, of course, be underestimated. Political stability 
and a strong Government capable of enforcing law and order 
in all parts of the country are prerequisites. So is a popula¬ 
tion sufficiently educated to appreciate the value of these hew 

* T?!'* soojpe for cd-cJSation In aigiicuiture in the fift is disci&^U tix 
gttfctfc 'tiem In the hpm to i item TI bf the agenda, >p. HU 4 T 

*cq. 



measures. To build up a money market aad a banking system 
covering a whole country, it is moreover necessary that there 
should be an extensive transport system linking the various 
regions, to facilitate the exchange of goods and the movement 
of population. It will thus be seen that industrialisation and 
the development of transport facilities are as essential to*, 
agricultural improvement as the raising of farm productivity* 
and income is. to the effective enforcement of plans for indus¬ 
trialisation. 

The larger the number of farmers who can be released andi 
be reabsorbed in other employment, the more easily cam pro¬ 
gress he made with the consolidation of farms and the improve¬ 
ment of agricultural methods. New land offers only limited 
possibilities. While the average density of population would, 
of course, not be changed by a redistribution among different 
occupations, the density of the agricultural population Could 
undoubtedly be greatly lowered by urbanisation and indus¬ 
trialisation. The striking fact about the distribution of 
population in China and India, for example* fe the small pro¬ 
portion that lives in villages or towns of gay substantial size. 
In these countries, and wherever similar conditions prevail, 
it is not only necessary to absorb some of the population into 
industry, but also desirable to redistribute the non-industrial 
population so that a larger proportion lives in large centres. 

It may prove advantageous on economic grounds to encourage 
the growth of larger villages and towns. 

The discussion thus far lias been devoted mainly to the 
methods of raising the physical productivity of agriculture 
in Asiatic countries. To improve the real income and living 
standards of the agricultural population, it is, however, not 
sufficient merely to expand agricultural output; it is equally 
necessary that the prices at which the increased output is 
sold should prove remunerative to the agriculturists. The 
latter condition is of special importance, both because the 
demand for agricultural products, particularly food, is com¬ 
paratively inelastic and because, as agricultural output 
increases, an increasing proportion will be sold for the cash 
income which the agriculturists will require in order to be 
able to buy goods and services. 

If industrial development is Tapid, the industrial workers 9 
demand for tfcmd will .rapidly /rise with increases in their 
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income, and the demand for agricultural raw materials will 
also increase. Only as the demands from these industrial 
sources expand, will improvements in agricultural productivi¬ 
ty bring full benefits to the agriculturists themselves. As the 
Preparatory Commission on World Food Proposals of the 
United Nations Food and Agriculture Organisation pointed 
out in its report published in 1947 : “ The buying power of 
the non-agricultural population must rise at a speed which 
matches the increase in food production so that food can be 
paid for at reasonable prices. Otherwise the increased agri¬ 
cultural output will begin to pile up unsold or to drive prices 
down to crisis level.” This is a further illustration of the 
close interdependence of agriculture and industry in the process 
of economic development. 

In addition to the question of the effects of increased agri¬ 
cultural productivity on the trend of farm prices, attention 
must also be directed to the problem of excessive fluctuations, 
both seasonal and cyclical, in these prices. The disastrous 
effects of these fluctuations upon the incomes of primary pro¬ 
ducers has been fully demonstrated by the past experience of 
those countries, of South-east Asia which depend largely on 
the proceeds from a few export crops. A prerequisite to the 
improvement of the living standards of the primary producers 
in these countries is, therefore, the assurance of reasonable 
stability of the prices of their products at levels fair to pro¬ 
ducers and consumers alike. Since the prices of these 
agricultural products are determined by world conditions of 
demand and supply, effective stabilisation will no doubt re¬ 
quire co-ordinated international action. The forms which such 
action might take have recently been under consideration by 
the Food and Agriculture Organisation of the United Nations, 
and proposals have been made in the above-mentioned report 
for intergovernmental arrangements designed to promote the 
price stabilisation and increasing consumption of a number 
of important commodities. 

Some Problems of Industrialisation 

The chief problems which a proposed programme of indus¬ 
trialisation raises are, first, the extent of the industrialisation; 
second, the nature of the industries to bo established; third. 
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the order of priority for the establishment of the industries if 
they cannot be established simultaneously; fourth, the locali¬ 
sation of the new industries; fifth, the pace of the industrialism 
ation; sixth, the question of management; and seventh, the 
relative emphasis on large-scale and small-scale industries. The 
approach to the over-all problem of the financing of the 
industrialisation would depend at least in part on the solution 
to these problems. 

Decisions on most of the problems wilL have to be taken 
simultaneously. In Asiatic countries certain indispensable 
resources are extremely scarce and will have to be allocated 
carefully. This is, as has repeatedly been stated, especially 
true of skilled labour and of capital. The decision to build 
up one industry first rather than another, or the decision to 
speed up the development of certain industries while retard¬ 
ing that of others, must be taken largely with reference to. the 
relative scarcity or abundance of various resources, including 
foreign exchange. The question of foreign loans will be 
specifically dealt with in the next chapter. It must not be 
lost sight of, however, even when purely domestic matters are 
being considered,, since decisions on such matters affect the 
demand for foreign exchange in many ways. 

The conflicting claims of different industries will have to be 
reconciled. The availability of raw materials is a determining 
factor: obviously coal cannot be mined where none is present. 
But definite limitations of this kind exist only in rare instances. 
The pace of industrialisation might be left to be determined 
by the play of 11 natural ” forces or it might be accelerated 
by planned Government intervention. The abundance of 
cheap labour together with high interest rates are incentives 
to developing first those industries which use relatively much 
labour and little capital, such as leather goods, textiles, and 
pottery. If on the other hand, such a process is considered 
far too slow, vigorous Government action might be taken te 
expedite the process of capital formation and industrialisation. 
So long as unemployment, open or disguised, persists, indus¬ 
trialisation can be extended without lowering the standard of 
living of the masses. However, when no more unemployed 
resources are available or when specific bottlenecks are en¬ 
countered, filrther capital formation will be possible only at 
the expense of the production of consumers’ goods. It is true 
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that there is a considerable amount of disguised unemployment 
of nn$fciQed labourers in Asiatic countries, but supply of 
drilled labour and of specific capital equipment of the more 
modern types are short. The effect of these shortages is likely 
to be felt fairly early. The pace of industrial development— 
or, in other words, the extent of the sacrifices that can be im¬ 
posed upon the population at large—will have to be determined 
at a relatively early stage. Political considerations will no 
doubt be the determining factor, but some of the implications 
of any such decision may be briefly indicated here. 

The location of new industries is an important question in 
preparing any comprehensive plan of economic development. 
Iri the case of extractive industries, the location is determined 
fey unalterable natural conditions. In the case of other indus¬ 
tries, a considerable dispersion may indeed be one of the objec¬ 
tives of any general plan. Hitherto, modern industries in 
South and East Asia have been more or less concentrated in a 
few cities, usually on the seaboard as they have been in large 
part financed by foreign capital and dependent on imported 
raw materials and oversea markets. The tendency should be 
for the new industries to develop to a larger extent in the 
interior, in locations determined by the distribution! of popu¬ 
lation, raw materials, and transport facilities. 

The location of industries is a problem which has interna¬ 
tional as well as national aspects. The Asiatic countries of 
the Far Eastern region are in an early stage of industrial 
development, but between them they possess a wide variety of 
resources. In planning their industrial development, it would 
be uneconomic for each country to attempt to establish an 
pnduly large range of industries. Each country can gain by 
specialising in those industries for which it is most suited. 
Each can be the more certain of its ability to import the pro¬ 
ducts of other industries, and to pay for those imports by 
Tls own exports, if all the countries concerned resort to such 
specialisation. This question is further considered in the next 
chapter, which also deals with the question of foreign borrow¬ 
ing. In the present connection it is sufficient to point out 
that while foreign loans can help to speed up the process of 
industrialisation, such development must be based largely on 
local resources. 

A considerable part of the capital formation needed in the 
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calls for the, use pf a large, volume of unskilled M > # 

of Ijkis capital formation must consist of thrf. Btefr 

-pal structures: hpusea, factories, indus,txWr *M cqnn^eynifl 
structures, ipade, canals, railways, and fijp 0*1. It h$s l^eeu 
estimated that in any country, a large portion-—perhaps 5P 
per cent, or more—of the total real capital resources counts 
of buildings and structures. Thus it will be comparatiyejy 
easy to employ domestic resources, and in particular to draw 
on the, large number of unskilled workers, for the construction 
of domestic capital. In fact, this capital has perforce to be 
constructed, and industrialisation furthered, principally" on 
the basis of domestic production. 

This question, too, is important in relation to foreign 
borrowing. Because so much of the most urgently needed 
capital consists of buildings and structures which have to be 
erected on the spot and with labour-intensive methods, Asiatic 
countries can rely on their own resources for much the greater 
part of their development. Foreign loans will in fact be 
essential for two purposes only: to finance imports of plant 
and equipment which can be produced only, or more cheaply, 
abroad, especially items needed to overcome specific bottlenecks 
in production, to the extent that such imports cannot be 
financed out of the receipts from current exports; and to 
finance imports of consumption goods to mitigate the sacrifices 
imposed on consumers by the development programme. 

The Order of Priority 

The likelihood of quick returns is obviously an important 
consideration in determining the order of priority in which 
industries should be developed. It is true that the diversion 
of resources to capital investment reduces the output of 
consumers* goods for a time, but this period differs in duration 
with different types of investment. It is for the planning 
authorities in each country to determine, in the light of local 
circumstances, the types of investment to be undertaken at 
each stage. Such selection is one of the most important func¬ 
tions connected with planned development. 

The improvement of productivity in agriculture is particu¬ 
larly important, having regard tq its place in the eqoncfmi$| 
of Asiatic countries in the Far Eastern region, and the fact 
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that the cultivators are the main source of labour supply for 
new industries. It may y therefore well be that judicious 
investment in the improvement of soil fertility and farm equip¬ 
ment is the type of capital investment which will yield speedy 
returns. Should this be the case, high priority should be 
accorded to the production of fertilisers and farm tools and 
machinery as well as to the improvement of farm methods in 
general. 1 

The farmer, however, will have no incentive to increase his 
output if he cannot be sure of being able to sell it. Improve¬ 
ments in transport and communications to enlarge the market 
for farm produce are, therefore, an essential part of any 
programme for the improvement of agriculture; and it is only 
through adequate and cheap transport that the products of the 
farms can* be brought to consumers at prices within their 
means, thus helping to raise living standards for the people 
as a whole. As an instance of conditions in Asiatic countries 
resulting from the lack of an adequate system of transport, 
the following observation by Mr. Tawney in his study of Land 
and Labour in China (pp. 55-56) may be cited : 

Except for certain limited areas, railway and motor traffic are in¬ 
significant, and, as far as the mass of peasants are concerned, might 
as well not exist. Apart from water, the usual means of transport 
are carts, mules and donkeys, especially in the north; wheelbarrows 
of a size which almost make them into carts propelled by men; and the 
shoulders of human beings. Bad communications and primitive me¬ 
thods make the cost of moving crops far afield almost prohibitive. 
Mr. Arnold has remarked that if farmers in Shensi were to make a 
present of their grain to millowners in Shanghai, it would still pay 
the latter better to import grain from Seattle than to pay its freight¬ 
age in China; while rice is fetching $10 in Hangchow, it is sold at 
$15 in the hilly regions of the same province; wheat has been known 
to sell in Szechwan at barely more than one tenth of its price on the 
eastern coast; in parts of the country the expense of moving it 50 
miles exceeds its price in the place where it is grown. As a result, 
there are a multitude of little localised markets, in which prices 
fluctuate violently with every change in the local supply, and, while 
consumers in one region are tlireatened with famine, farmers are 
refined in another because they cannot dispose of their surplus. 

*Cf., for example, the recommendations of the Crops and Soils Wiag 
of the Board of Agriculture and Animal Husbandry in India (1948), 
cited in the report on item II, op. cit., pp. 75-76, and those of the Advi¬ 
sory Board of the Imperiul Council of Agricultural Research, cited i» 
Wartime Labour Conditions and Reconstruction Planning in India , op. cit., 
p. 91 
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An adequate system of transport and communications is- 
likewise essential for the facilitation of labour mobility, and the 
development of a money market. Transport and communica¬ 
tions condition at all stages the pace and direction of economic' 
development. By appropriate planning of transport and com¬ 
munications, the location of new industries and the rate of 
development of different areas can be determined in accordance 
with an over-all plan designed to further the interests of the 
population as a whole. There can be little doubt, therefore,- 
that the improvement of transport and communications must 
have a high place on the list of priorities in any comprehensive* 
programme of economic development. 1 

The development of electric power is also important. As has 
been noted in Chapter IV, the Asiatic countries of the Far 4 
Eastern region differ markedly as to the extent to which they 
have developed electric power and as to their potential reserves. 
In none of these countries is such power at all sufficiently 
developed at the present time. Electricity is of special im¬ 
portance to modern industry, and its contribution to the ameni¬ 
ties of daily life need not be stressed. It should also be noted* 
that the supply of power will influence the location and the 
nature of the industries to be developed as well as the extent 
and pace of urbanisation. The experience of the Tennessee* 
Valley Authority has shown how greatly the production of 
cheap and abundant power can influence the development of 0? 
whole region. It has also shown in a striking manner how a 
region may be treated as a unit, to the benefit of everyone con¬ 
cerned. 2 Thus the development of electric power also seems- 
bound to occupy a high place on any list of priorities. 

It may be more difficult, however, to reach common agreement 
on the relative importance of industries from certain other" 
points of view. What, for example, should be the order of 
priority to be accorded to capital goods industries as against 
consumers’ goods industries, or to domestic industries a®* 

* 'It is of interest to note the importance attached to this point by* 
Mr. Tawney. (t To the layman;** he writes, “ it appears that the most 
effective way of aiding China to attain both a larger measure of economic 
well-being and political stability would be an international loan, with 
the necessary safeguards against undue interference in her .internal affairs r 
for the purpose of enabling her to improve her communications.* 1 
- * Cf. Herman Finer : The T. V, A .; Lessons for International AppH~ 
cation . International Labour Office, Studies and Beporta, Series B, No, 
87 (Montreal, 1944). 
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Bgamst consumers’ goods industries, or to torger^afe as 
Against smaUvsoale industries l 

Mdaiiva Impwtirnt Qf CQftsymcqs' q$d Qapitfll Qiqo^ 

The arguments in favour of giving the production of capital 
goods priority over that of consumers * goods are briefly as 
fbHows, If the formation of capital is accelerated, it will 
lead to a more rapid rise in incomes inasmuch as the workers 
•can be provided more quickly with larger supplies of the tpolp 
of production. As capital is scarce, it is necessary that con¬ 
siderable effort should be devoted to the early and rapid 
development of the capital 'goods industries. And as some of 
th? capital has to be borrowed from abroad in the form of 
machines, the quick formation of capital at home will make a 
♦Country more rapidly independent of foreign aid. (This does 
not, of , course, imply that self-sufficiency in capital goods 
industries is a desirable or even a practicable aim for the 
countries considered here. For a long time to come the older 
industrial countries are likely to be able to produce most 
machines and capital goods more cheaply, as a rule, than the 
countries at present in process of being industrialised. In 
the present circumstances, it will be to the advantage of all 
concerned if the countries of South and East Asia continue 
to import some types of machines and capital goods and to 
pay for them with exports of those goods in the production 
of which they have a comparative advantage.) 

On the other side, it is argued that the more rapid develop¬ 
ment of the capital goods industries implies that consumers* 
goods industries will expand less rapidly than might otherwise 
be possible. The standard of living of the population, which 
is extremely low and has deteriorated further as a result of 
-the war, could be raised for,a time much faster if all available 
resources were used for the development of the consumers* 
goods industries. In most countries the consumers* goods 
industries have already been started, and they require rela- 
^tjjvely less capital than the machine-producing industries. For 
these reasons, the case for the early development of consumers’ 
goods industries will undoubtedly find strong advocates. 

One factor which may influence the extent to which 
y$soqrces are allocated to capital goods industries is the 
current estimate of the urgency to be attached to needs 
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el national delance. Except in so. far aa the capital goods 
industries considered necessary lor defence are the same as 
are needed for* development in the interests of social welfare* 
any priority accorded to them wiy foe at the expense of the 
contribution that other industries could make to the raising 
of living standards. There is little else that can usefully be 
said here on this matter, except to express the hope that, as 
the United Nations increases iu strength, Governments will be 
able steadily to reduce the importance attached to, the require¬ 
ments of defence in framing development plans. 

Relative Importance of Export amd Domestic Industries. 

In assessing the relative importance of export industries and 
of industries catering for the home market, a variety of con¬ 
siderations have again to be taken into, account, some of which, 
are similar to those just reviewed. In general, however, it can 
foe said that the division of labour should be extended as far as 
possible because such division, whether domestic or international, 
leads to a rise in productivity and the standard of living. 
International extension of the division of labour means that, 
•each country tends to produce those goods which it can produce 
relatively cheaply. The export industries sell in competitive 
markets in which they enjoy no protection; for that reason 
alone they tend to be among the most efficient industries in any 
country. It is often preferable, in order to make the best use 
of national resources, to import some goods and to pay for 
them by exports rather than to produce them less efficiently at 
home. To the extent that this is the case, the standard of 
living can be raised to higher levels by an early and vigorous 
development of export industries. 

Countries in process of development need a considerable 
volume of foreign exchange. This is required in part to service 
their foreign loans, whether incurred in the past or currently 
incurred for developmental and other purposes, and in part to 
pay for necessary imports of capital equipment, raw materials, 
and consumers’ goods which cannot he financed out of foreign 
borrowing or produced economically at home. As the total 
requirements of foreign exchange are likely to be considerably 
greater than the amount available from foreign loans, a sub¬ 
stantial volume of exports will have to be maintained. More¬ 
over, the amount of such loans and the terms on whieh they 
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can be obtained will be influenced by the extent to which the* 
countries concerned show promise of building up a volume of 
exports sufficient to finance the service of the loans. The export 
industries which have already been developed to a considerable 
extent in the Asiatic countries of the Far Eastern region must 
therefore occupy an important place in any further programme 
of development. 

In certain areas, it is true, export industries are already so 
well developed that other lines of development may well be 
given more emphasis. This applies notably to those areas in> 
which the production of a small group of raw materials for 
the international market has been the dominant activity. In 
their case, so long as the world market for raw materials is 
subject to abrupt fluctuations, the development of local indus¬ 
tries producing directly for the home market will be one means 
of protecting the level of economic activity from the conse¬ 
quences of fluctuations originating abroad. It is to be hoped, 
however, that considerations of this kind will come to play a 
diminishing part in the determination of economic policy, as 
a result of national policies designed to maintain full employ¬ 
ment and of international institutions and arrangements 
designed to foster a high level of balance of trade. For 
countries like China and India, such considerations will in 
any event have little relevance, inasmuch as the economies 
of these countries are bound to be highly diversified and pro¬ 
duction for export will be only one among many .types of 
activity. 

Relative Importance of Large-Scale amd Small-Scale Industries* 

The relative importance of large-scale and small-scale indus¬ 
tries in a programme of economic development has also to be 
weighed. If productive efficiency is to be the sole criterion, 
there seems little doubt that in many types of production, large- 
scale industries, that is, irdustries consisting mainly of large 
producing units using much capital per worker, mass produc¬ 
tion techniques, and scientific management and research, are 
superior to small-scale industries. They are able to produce at 
lower costs per unit of output and, consequently, can afford 
to sell their products at lower prices and to pay the workers 
higher wages. Furthermore, as the number of producing units 
in large-scale industries is relatively small, it is much easien 
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for Governments to provide them with various forms of 
.assistance, financial, technical, and other, for the purpose of 
promoting their efficiency and protecting the interests of their 
workers. 

As against these advantages, there are certain adverse social 
and economic consequences which may arise from the develop¬ 
ment of large-scale industries. The most serious is the risk 
•of unemployment and impoverishment of workers engaged in 
rural and urban handicraft industries. The speed with which 
these workers can be transferred to other, more productive 
industries will depend largely upon the rapidity of capital 
accumulation, the volume of modern business enterprise, and 
the workers* own mobility. Unless positive measures are taken 
to facilitate such transfers, it is by no means certain that the 
establishment of large-scale industries will bring immediate 
benefit to the working classes. 

Large-scale industries are likely to be concentrated in a 
limited number of industrial centres. Because of transport 
difficulties and the low mobility of labour, a large part of the 
labour force required by these industries will probably be 
drawn from the neighbouring rural areas, instead of from the 
ranks of handicraft workers who become unemployed in more 
distant parts of the country. Any large exodus of labour 
from agriculture will reduce the output of food unless agri¬ 
cultural productivity rises concurrently as a result of agrar¬ 
ian reforms and improved agricultural techniques. Such 
improvements usually come about only slowly, and there is a 
danger that in its early stages the development of large-scale 
industries may accentuate the shortage of food. 

The growth of large-scale industries may also lead to the 
concentration of economic power. Because of the high capital 
investment involved, and the consequent difficulty of establish¬ 
ing new firms, such industries frequently tend to be more oy 
less monopolistic in character; and in countries in the early 
stages of industrial development, where modern enterprise is 
apt to be insufficient, this danger may be particularly acute. 
■Consequently, the consuming public is likely to secure le9S 
than its full share in the fruits of economic progress, and the 
gains of monopoly profits may accentuate the inequality in the 
distribution of income and wealth. 

Last but not least, the rapid introduction of large-scale indua- 



174 ECONOMIC <*F 'KM ^POLICY 

tries in Asiatic countries, with its concomitants of regional 
concentration and urbanisation, may have serious disruptive 
effects on the traditional anodes of living of the people. It will 
necessitate profound changes in social institutions and in the 
scales of values by which the peoples of these countries have 
lived for centuries. It is true that the process of economic 
development is bound to involve a transformation from an agri¬ 
cultural into an industrial culture in these countries. But it 
would seem desirable to avoid the overwhelming impact of the 
sudden cultural change which might be brought about by the 
rapid introduction on a large scale of new and radically differ¬ 
ent forms of economic organisation. The general welfare of 
the people would scarcely be promoted if economic gains were 
obtained at the sacrifice of a harmonious and integrated cul¬ 
tural, social and emotional life. 

The above considerations are, of course, not intended to 
Suggest that large-scale industry as a form of industrial orga¬ 
nisation is entirely, unsuitable for the economic and social 
climate in Asia. On the contrary, there are certain industries, 
particularly the capital goods industries, which, for technical 
and economic reasons, can be developed only on a large-scale 
basis. One familiar example is the iron and steel industry. 
But'these considerations do point to two conclusions: first, 
the extent to which the economic benefits of large-scale indus¬ 
tries are shared r by the mass of the population will depend on the 
effectiveness with which the development of large-scale indus¬ 
tries -is co-ordinated with measures to accelerate capital 
accumulation, to encourage modern enterprise, to raise agri¬ 
cultural productivity, to improve the mobility of labour, to 
Control monopoly practices, to protect the working conditions 
of industrial labour and to facilitate the process of cultural 
adaptation. Secondly, the development of large-scale indus¬ 
tries needs to be supplemented by a parallel programme for 
the establishment of small-scale industries diffused in towns 
and villages all oVer the country ; this will involve both the 
modernisation and reorganisation of the traditional handi¬ 
craft or Cottage industries and the development of new simple 
industries with small Capital investment. 

MahyUdvttfctagfcs may 'be secured from such a programme. 
Most important among thCtn is the productive employment 
arid ^rOV&fe ter - the surplus rural popuktion, 
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paHidUlkrfy in long sleek seasons, with little disturbance-to 
the structure of the tfural community. These small undertak¬ 
ings will also have the advantage of operating at low overhead 
arid distribution cos's compared with those of large factories. 
Furthermore, as industries of this type require only a small 4 
capital investment for each individual undertaking, and a? 
they draw chiefly upon local labour and raw materials, they 
can be established readily without waiting for the completion 
of the preparation of a comprehensive development plan, 
which might take considerable time. Unlike large-scale indus¬ 
tries, small-scale local enterprise need not wait upon the 
development of a nationwide transport system. Finally, de¬ 
centralised small industries may be more conducive to the 
preservation of the health of the workers than large-scale 
factory industries concentrated in overcrowded areas. 

Ahy concrete plan for the development of small-scale indus¬ 
tries will raise a host of questions. How should the small-scale 
industries be organised ? To what extent can co-operative 
methods be u£ed ? What types of industries are best suited 
for decentralised small-scale production ?* How are these 
undertakings to be co-ordinated with the development of large- 
scale undertakings in such a way as to make them complementary 
to each other? What policies should be pursued to ensure 
such co-ordination ? What methods of production, what kinds 
of capital equipment and skilled labour are appropriate for 
these industries? Where will the managerial personnel come 
from and how are they to be trained ? How can these indus¬ 
tries be best financed ? What differences in productivity and 
ebst will there be between small-scale and large-scale under¬ 
takings engaged in making the same type of product ? What 
measures should Governments adopt to initiate and promote 
the development of small industries? What administrative 
difficulties might Governments encounter in carrying out a 
dCVelbpftent.programme of this nature? 

Asiatic countries have already had considerable experience 
with small-scale industries, the results of which should provide 

1 On this point* reference may be made to a statistical analysis^ of the 
suitability of different types of iridrlstries fdr small-scale operatfdh ixs 
ille United Kingdom by Professor P. Sarg&nt Florence : “ The Selec¬ 
tion of Industries Suitable for Dispersion into ; Rural Areas 99 (with dis¬ 
cussion .on the paper), in Journal of 1 the Bo^al Staiftstibal YolI,/ 

tMi, mt 
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useful guidance for future development: for instance, the 
growth of seasonal agricultural processing industries, the 
attempts at the reorganisation of handloom industries, and 
particularly the rise of the new small-scale powerloonf indus¬ 
try in India, the Government's programme of co-ordinated 
expansion of large and small industries in Indonesia during 
the ’ thirties, and the wartime developement of village indus¬ 
trial co-operatives in China. In this connection the recent 
work in the field of small industries done by the Agricultural 
Industry Service of the Agricultural Rehabilitation Division 
4>t the UNRRA China Office should also be mentioned. 

The establishment of local small-scale industries on a 
nationwide basis will probably prove a much more difficult 
task than the development of large-scale industries, and will 
therefore demand more in the way of Government assistance 
And organisation. In such large countries as China or India, 
4n particular, the number of small producing units to be estab¬ 
lished in towns and villages will be enormous, and this in 
itself suggests the magnitude of the task involved. Further¬ 
more, peasants and craftsmen lack Hie technical knowledge 
required to undertake the modernising of their industrial 
Activities and have a natural tendency to resist social and 
economic change. The initiative and responsibility for the 
development of small-scale industries will therefore rest 
primarily with the central and local Governments. If Buch 
Industrial development, is to be accelerated, it is not sufficient 
10 create a favourable economic environment by such measures 
as the reduction of land tax and improvements in rural credit 
institutions; it is also necessary for the Governments to take 
«n active part in starting and organising small-scale industries. 
The success of these industries will depend in large measure 
upon the amount and quality of technical and managerial 
Assistance that the Government can provide; in this respect 
the United Nations, the International Labour Organisation, and 
other intergovernmental organisations will be able to assist the 
Governments. 

To achieve the best results, the development of small-scale 
Industries must, of course, be closely co-ordinated with other 
plans for economic development. To take the cheap supply of 
power for instance : it will make a considerable difference to 
the production costs of (decentralised small-scale industries if 
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their establishment is accompanied by rural electrification, and 
this point should be taken into account in framing plans for 
power development. Such schemes for the utilisation of 
hydraulic, power as the Yangtze Valley project would greatly 
reduce the cost disadvantages of small-scale industries as 
compared with large-scale industries. To take another instance: 
the capital equipment required by small-scale industries differs 
radically from that used in large-scale industries, and this 
point will need to be taken into account both in planning the 
development of capital goods industries and in drawing up 
plaids for imports, in order that the small-scale industries may 
be sure of an abundant and steady supply of such equipment 
at a reasonably low cost. It may also be noted that since the 
tools and implements used by small-scale industries are much 
simpler than those used by large-scale industries, they can be 
produced more advantageously at home. This will reduce the 
amount of foreign exchange needed for financing economic 
development. 

• • 

The possible alternatives are, of course, less clearcut than 
the foregoing brief discussion might suggest. In allocating 
materials in short supply, the choice is not between agriculture 
and industry, or between consumers’ goods and capital goods, 
or between production for home consumption and production 
for export, or between large-scale and small-scale industries. 
Marginal considerations are the determining factor, and the 
real question is whether there should be more or less agricul¬ 
ture, more or less industry, more or less consumers’ goods, more 
or less capital goods, and so on. In some cases, a single indue* 
try may produce consumers’ goods as well capital goods, or 
exports as well as goods for home consumption. Again, deve¬ 
lopment in one direction may itself bring about an expansion 
in other directions; for example, the growth of the modern 
textile industry may lead to increased home consumption and 
^to an expansion in exports. * 

An order of priorities will no doubt have to be drawn up in 
respect of materials in short supply, and this will affect every 
section of the community in one way or another. It is of the 
utmost importance, therefore, that a .body fully representative 
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of' all sections of the community should determine the order 
hf priorities, with reference to the social objectives it is decided 
to pursue. 

It remains to be noted that no single scheme of priorities 
can be expected to apply to the widely varying circumstances 
of the different Asiatic countries. As has been shown in 
Part I, there are marked differences between them not only in 
social structure and attitudes and in existing industrial equip* 
meat, but also in the basic material and other resources avail¬ 
able for future development. There are also important 
differences in climate, in physical conformation, and in location 
in relation to existing trade routes and to the various industrial 
and raw-materials producing regions of the world. Differences 
in these various respects are bound to influence the order in 
which industries are developed in different countries and the 
general structure or pattern of development towards which 
long-range planning is directed. 



CHAPTER Vin 


INTERNATIONAL ASPECTS OF ECONOMIC 
DEVELOPMENT 


Relative Importance of Foreign and Domestic Finance 

It is now widely recognised that economic development in 
Asiatic countries will be influenced by the extent of foreign 
capital resources' available to them. They have repeatedly 
stressed the need for foreign loans to finance the purchase of 
machines and other capital goods; and the few western countries 
which are in a position to make substantial loans have become 
increasingly aware of this need. It is noteworthy that both 
groups of countries are associated in the membership and con* 
trol of the International Bank for Reconstruction and Develop* 
ment, under the auspices of which a large part of the inter* 
national lending of the next few years is* expected to take 
place. 

The relative importance of foreign and domestic finance in 
$ny programme of economic development therefore needs to be 
examined. As has been noted above, much of the physical for¬ 
mation of capital must necessarily be done at home. Most of 
the capital needed consists of structures which must be built on 
the spot with whatever local labour and other resources are 
available. Building materials, with few exceptions, do not enter 
international trade; labour for building must also be found at 
home. This does not mean, however, that a corresponding pro¬ 
portion of the capital formation must necessarily be financed 
at home. While the main use of foreign capital will, of course, 
be to finance the purchase of those types of equipment and 
technical skill which cannot be obtained locally, it will almost 
certainly be desirable to finance some of the domestic capital 
formation from abroad, using foreign credits to import con¬ 
sumption goods in order to mitigate the extremely severe strain 
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that would be imposed by the diversion of domestic resources 
from the production of consumption goods, to the formation of' 
capital. 

However, even allowing for these wider uses of foreign loans, 
it will be found that a large part of the industrialisation pro* 
gramme can and must be financed at home. The possibilities 
of foreign borrowing are limited, and the repayment of the 
loans will constitute a charge on the country’s balance of pay* 
ments in the future. Therefore, the amounts to be borrowed 
from abroad and the uses to which the loans are put should be 
carefully considered in relation to the country’s prospective 
export capacity. 

Quite a large part of capital formation can be financed from 
domestic resources, particularly if an effort is made to ensure 
that current savings are made available for the purpose, either 
through public borrowing or through credit creation. Each 
country is likely, moreover, to have some resources of its own 
out of which it can finance oversea purchases. There are, in the 
East, substantial accumulations of internationally exchangeable 
assets;, such as gold and precious stones, in private hands. Some 
countries will have a favourable balance of trade which can be 
applied to the importation of goods needed for industrialisation, 
while some, notably China, may receive substantial quantities 
of capital and other goods in the form of reparations from 
Japan. It is only that part, of capital formation which still 
remains to be financed after these resources have been exhausted 
that will be dependent on foreign borrowing. Borne idea of 
the relative magnitudes involved can be obtained by a study of 
the Bombay Plan. Its authors propose as their target figure 
for capital formation over the next 15 or 20 years the aub- 
stantial sum of f0,000 crores* of rupees (that is, 33,000 million 
U.S. dollars). They propose to raise this amount in the follow¬ 
ing ways: 


External finance ; 
Hoarded wealth 
Sterling securities . 
ltade. balance 
Foreign borrowing 

Total 


*1 eroresslO million. 


JU.crorct 


800 

.. 1,000 
600 
TOO 

... 2,600 


INTERNATIONAL ASPECTS 181 

Rs. oroict 

Interna} finance : 

Savings .. .. .. 4 j000 

Created currency .. .. .. •. . • 3,400 

Total .. 7,400 


Grand total 10,000 

This Indian plan is instructive because in some respectg India 
is one of the most favoured countries of the Far Eastern region. 
It ^ias large potential resources and had made a promising start 
with industrialisation before the war. Unlike China and other 
war-devastated countries, it was able to accelerate the rate of 
this development during the war. Moreover, India accumulared 
enough foreign assets in the United Kingdom during the war 
to make it a creditor nation 1 ; it has proverbial hoards of wealth; 
and it has a wide range of resources, which are in demand in 
world markets. India can probably hope to have considerably 
more foreign exchange available in the near future—both on 
income-and on capital account—than any other country in the 
region. The authors of the Bombay Plan are not opposed to 
foreign borrowing as such. 2 They merely find that as much as 
74 per cent, of the plan could be financed out of current 
domestic savings borrowed either directly or through credit 
creation. Of the remaining 26 per cent., 6 per cent, would come 
from a favourable trade balance and 13 per cent, from the 
liquidation of hoarded wealth and sterling securities. Only 7 
per cent, would remain to be raised by foreign borrowing. 

In China, a five-year plan of economic development has 
recently been drawn up by the Central Planning Board of the 
Supreme National Defence Council. The completion of the 

1 One writer Jias made calculations which tend to show that India la 
still a debtor nation; he arrives, however, at the conclusion that the 
foreign indebtedness of India has been substantially reduced Jhy ■ the 
accuhftrlation of foreign assets in London and the repatriation of certain 
types of foreign debt. Of. B. B. Shenoy: The Sterling Assets of the, 
Reserve Bank of India (Bombay and London, Oxford University Press, 
11**6), in particular, Chapter III, pp. 45 et seq . For figures to show that 
India is a creditor nation, using the official estimates, see Oleona Lewis.; 
V(b1or arid Creditor Countries : 1938 , 1944 (Washington, D. C., Brookings 
Institution, 1045). 

*f‘ India’s credit in foreign capital markets is now very high, and die 
can. "therefor<x,.bcirroMr substantial amounts pf capital if she so wishes., 
.3Uch capital, if it is not accompanied by political influence or interference 
of foreign vested interests, should not be unweleOme ” (A Plan for*Use 
Economic Development of India, op. oit., p, 45). .. t 
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plan will require a total capital outlay of $21,973 million at the 
pre-war value, or about U. 8.$6,592 million, and a total labour 
force of about 5 million workers; 51 per cent, of the capital 
will be allocated to the purchase of commodities and services at 
home and 49 per cent, to the purchase of commodities and ser¬ 
vices abroad. One third of the total capital required is to be 
appropriated from the National Treasury, one third is to be 
raised abroad, while the remaining one third is to come from the 
savings of the people. The percentage allocation of capital and 
of labour under different heads is as follows. 





Capital 

% 

Labour 

% 

Communications 

,, 


38 

59 

Industry 

.. 


27 

18 

Mines 

.. 


11 

10 

Power 



10 

10 

Irrigation .. 

.. 


9 

2 

Agriculture •. 

• * 


5 

100 

1 

100 


Most countries in the region will have rather limited foreign 
exchange resources at their disposal—-particularly where their 
export industries are little developed, where industrialisation 
is still iit its very early stages, or where there was extensive 
destruction of productive facilities during the war. Moreover, 
they are all debtors on international account and their credit, 
standing in the world’s capital markets is therefore low. These 
countries will wish to borrow from abroad relatively large 
amounts to finance industrialisation. If the full amount re¬ 
quired is not forthcoming, their choice will lie between advan¬ 
cing more slowly towards the goals set and making greater 
sacrifices in current consumption. 

. The relative importance of foreign capital for development 
and the ability to obtain it are thus likely to vary considerably 
as between the different Asiatic countries of the Far Eastern 
region. But the amount of foreign .capital required may be 
much less than wouldjit first sight appear to,be necessary. 

In the existing cepaditions in Asiatic countries, industrial 
methods using relatively large numbers of workers will as a rule 
be preferable, where technically possible, to methods using 
relatively much capital, even though labour-intensive methods 
may not be technically the most up-to-date. There wffi» of 
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course, be cases in which a capital-intensive process, is so superior 
to. any labour-intensive method as to make the latter unecono¬ 
mical even where labour is as plentiful as it is in Asia: such is 
likely jto be the case, for example, in the jsteel industry. But in 
many other industries, a real choice between the two alterna¬ 
tives is possible. 1 The reason why the use of labour-intensive 
methods may be more appropriate in Asiatic countries is that 
it enables them to exploit more economically the resources in 
which they have absolute and relative advantages over other 
countries, and thus puts them in a better position to compete 
with, the capital-intensive methods of the West. Moreover, it 
has the great advantage of making it possible for them to husband 
their limited foreign exchange for the most essential purposes* 
To recognise the advantages of labour-intensive methods in 
the East is not to advocate their uneconomic use as a means of 
creating work, the result of which would merely be to substitute 
another kind of disguised unemployment for that already exist¬ 
ing in agriculture. But there is a real danger of “over-ration¬ 
alisation”, of investing in the newest processes not because they 
are economically superior to the older processes, but because they 
are technically more efficient. Engineers, in particular, are apt 
to find an aesthetic quality, hard to resist, in mechanical 
techniques. It is an error to suppose that the intricate and com¬ 
plex mechanical equipment which is at present produced only 
in the more highly industrialised countries is indispensable for 
economic development. It is true that some machinery of this 
type will be needed for industrialisation and that it should be 
imported, but the quantity may be much less than is commonly 

‘It has sometimes been questioned whether it is really possible in the 
circumstances to substitute labour for capital and vice versa on a large 
scale and without completely transforming the whole structure of pro-. 
Suction. In actual fact, however, it would appear that “ substitution 
is a practical possibility in almost any production. 1 Beginners some tim es 
think that substitution of labour for capital must mean the scrapping 
of machines and shifting of their functions to hand labour. Better 
care and maintenance work for equipment, postponing the need for 
replacement, constitute a clear case of substitution of labour for capital. 
Increased utilisation of plant capacity with increased employment mfl 
output raises the ratio of labour to capital and is another form of 
substitution/’ (Fritz Machlup : Marginal Analysis and Empirical 
Research ”, in American Economic Review, Sept. 1946, p. 581.) 

The use of labour-intensive methods is thus not limited to such ins¬ 
tances as the use of shovels instead of bulldozers, but may include the 
more intensive use of existing machinery through, for the 

working of shifts or the adoption of longer working hours in cases, where 
on hr one shift of workers is employed. - v 
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b fippotteft. *There is, for exfcittple, no reason why tractors should 
be tjs&d On farms where horses or oxen are cheaper. It is by no 
means clear that there is any economic justification for the use 
of stfeam&hovels or bulldozers in the interior of China or India. 
Foreign resources should not be squandered bn building up 
highly technical industries which will leave the country poorer 
ahd with more unemployment than before, not disguised but in 
a quite obvious form. This risk can be minimised by the develop* 
ment of small-scale industries. ^ 

The importance df foreign assistance should not, on the other 
band, be under-rated. Even comparatively small supplies of 
special types of machinery and of materials and technical 
assistance obtained from abroad may be of crucial importance 
to industrial development, when no supplies of the required 
kind are available locally. The application of a small amount 
of foreign credit to finance a particularly vital import may 
permit a quite disproportionately large advance in the local 
plan ^ industrialisation. Foreign credit, if properly used to 
facilitate local production and overcome local shortages, can 
contribute greatly to the solution of the problems of poverty and 
disguised unemployment. 


Factors Affecting the Flow of Foreign Capital into 
Asiatic Countries 

The volume of foreign capital likely to be available is there¬ 
fore a subject of great importance. Of the many factors which 
determine the volume of such credit, the following may be 
mentioned: (a) the lending capacity of the industrially advanc¬ 
ed countries; (b) the prospective return on foreign investment 
in Asiatic countries; and (c) the degree of risk involved in 
foreign investment in these countries. 

Lending Capacity of Industrialised Countries 

The capacity of industrially advanced countries to lend abroad 
varies not only as between the countries concerned, but also 
as between one period and another, according to variations in 
internal economic conditions. As a first approximation,* it me# 
he . stated that the more the resources of an industrially advance 
ed country would otherwise remain idle, 
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tc grant foreign loan*; for foreign tending is essentially a not 
transfer of the use of resources from the lending to the borrow¬ 
ing country. Its lending capacity, in real terms, is therefore 
closely related to the. level of employment and income it can 
achieve. 

The level of income and employment in an industrially 
advanced country is determined (leaving aside questions of 
structural adjustment), on the one hand, by the proportion of 
income that the population wishes to save, and, on the other, by 
the volume of home investment plus the balance of payment on 
current account (positive or negative). The larger this latter 
total and the smaller the savings ratio, the higher the level of 
employment and income. The magnitude of each of these three 
variables is determined by complex economic forces. It may 
be sufficient here to note that in at least some of the industrially 
advanced countries, notably the United States, the high savings 
ratio and the limited opportunities for private home investment 
may make it impossible to maintain full employment and pro¬ 
duction in the period following the transition from war to 
peace if special measures are not taken to ensure a high level 
of investment. It would appear from recent studies of condi¬ 
tions in the United States that in that country, at the level of 
full employment, the potential volume of savings is likely to 
exceed considerably the volume of private home investment 
plus the balance of payments on current account. 

In the absence of special measures to provide an outlet for 
the surplus savings, national income in such countries tewls to 
fall to the lower level at which savings do not exceed an amount 
commensurate with the volume of home investment plus the 
balance of payments on current account. A part of the country'* 
icsources will remain idle and, to that extent, its capacity to 
lend abroad will be augmented. In addition, it will in these 
circumstances derive greater benefits from such lending than 
it would if its resources were fully employed. Foreign lendings 
by Stimulating exports, tends to raise the income and effective 
demand of the lending country and thus to induce a secondary 
expansion of employment and income. It serves, therefore, not 
onl/ fo> accelerate- capital formation - in the underdeveloped 
borrowing countries, but also to raise the level of employment 
aWd Home, , 

" J ^reign lendihg is, however, only one of several possible 
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methods to achieve full employment in an industrially advanced 
country in which resources are likely to remain underemployed. 
The other methods are (1) to reduce the savings ratio, (2) to 
stimulate private home investment, and (3) to expand public 
home investment. Thus even if its lending capacity is large 
because of the existence of idle resources, the actual amount 
lent abroad by an industrially advanced country will depend 
largely upon the particular combination of methods to promote 
full employment which it chooses to adopt. 

The advantages of including foreign lending in any such 
Combination are undeniable. Not only does it contribute to the 
maintenance of full employment in the lending country, but 
by speeding up capital formation and hence the improvement 
of productivity in the underdeveloped countries, it also tends 
to bring about a much greater expansion in world real income 
than can be expected from any other method of achieving full 
employment. Any such expansion in world real income "will 
lead to a corresponding increase in the world demand for ex¬ 
ports from the industrially advanced countries, and this increase 
may be expected, in the long run, to serve as a permanent con¬ 
tribution towards the maintenance of full employment in these 
countries. Furthermore, the rise in productivity in the under¬ 
developed countries will lead to a higher degree of international 
division of labour, thus enabling the industrially advanced 
countries also to attain a higher level of real income than would 
otherwise be possible. 

In the case of some industrially advanced countries, foreign 
lending will be necessary even in conditions of full employment 
because of their invariably favourable balance of payment on 
current account. The volume of exports and the volume of 
imports (including all the invisible items) are determined by 
different economic forces and, therefore, do not always balance 
each other. / Countries, whose demand for imports is small 
relatively to the world demand for their exports are likely to 
have a constant export surplus, leading to a chronic shortage in 
the supply of their currencies on the world foreign exchange 
markets. Such an export surplus cannot last long unless these 
countries provide the world with additional amounts of their 
currencies through long-term foreign lending. In the absence 
of foreign lending or of measures to increase their imports, the 
rest of the world will be forced to cut down its demand for their 
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exports. If this decline in exports is not staved off'by foreign 
lending, it will clearly exercise a depressing influence upon the 
level of employment and income in the surplus countries. 

It should, however, be noted that the lending capacity of a 
highly industrialised country is not limited by the amount of 
its idle resources, nor—in conditions of full employment^—by 
its export surplus. Even when there are sufficient opportunities 
for home investment to absorb all savings at the level of full 
employment, investors may still prefer to invest a part of their 
funds abroad rather than at home. The extent to which such 
a diversion of resources from home investment to foreign in¬ 
vestment takes place will be determined largely by the relative 
attractiveness of the two types of investment, that is to say, by 
the prospective return on capital invested and the degree of risk 
involved in each case. 

However, even though foreign investment is found more 
attractive than home investment, its extent may be limited by 
balance-of-payments difficulties resulting from the use to which 
the loans are put. ‘‘The condition of the balance of payments 
imposes no limit to the dimensions which international invest¬ 
ment can assume whenever the lending of money is directly as¬ 
sociated with the export of goods of a commensurate value.’ 11 
A typical example is the extension of long-term credit to a 
borrowing country for financing the purchase of goods and 
services in the lending country. Other examples are tied loans 
and, to a smaller extent, direct foreign investments. There are, 
on the other hand, various types of foreign loans, such as tha 
flotation of securities the proceeds of which may be spent partly 
in the lending country, partly in the borrowing country, and 
partly in other countries. The extent to which the exports of 
the lending country rise as a consequence of loans of this type 
depends upon: (a) the intensity of foreign demand for the ex¬ 
ports of the lending country as compared with those of other 
countries; and (b) the proportion of the income generated by 
the loans which is saved in the borrowing country, an4 in other 
countries in which parts of the loans are spent. In the event 
of th? induced increase in exports falling short of the foil 
amount of foreign lending, income and employment in the lend¬ 
ing eduntry are likely to fall to a lower level than if the funds 

*Boyal Institute or International Affairs : The Problem,of Inter¬ 
national Investment (Oxford University press, 1937), p. 57. 
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had been invested at home. Moreover, the deterioration in its* 
balance of international payments as a result of overlending will 
reduce the international liquidity of the lending country. If 
the lending country has little liquid reserves, this may cause 
serious exchange difficulties, as can be seen from the experience 
of British foreign lending during the inter-war period. 1 

To sum up, the lending capacity of an industrially advanced 
country is determined by a variety of factors. These include 
the amount of its existing idle resources, the presence or absence 
of a tendency towards chronic export surplus, the types of* 
lending transactions, the intensity of world demand for the ex¬ 
ports of the lending country, the propensity to save of the 
borrowing and other countries, and the international liquidity 
position of the lending country. 

Prospective Returns on Foreign Investment 

The inducement to invest abroad, as already indicated, is 
determined partly by the difference in prospective returns 
between home investment and foreign invq^ment. There is a 
strong presumption that the prospective returns on investment 
in the Asiatic countries should be higher on the average, than 
those on investments in industrially advanced countries. There 
are several reasons for this. Because of the scarcity of loanable 
funds, the long-term interest rates prevailing in Asiatic 
countries are considerably higher than those in industrially 
advanced countries. This interest differential, though it can be 
reduced to some extent by improving the banking system* and 
capital markets of Asiatic countries, is likely to persist for a 
long time owing to the deficiency in the supply of domestic 
savings relative to the demand for capital. Moreover, with 
large potential resources waiting to be exploited, these countries 
should offer more numerous and better opportunities for new 
investment than the industrially advanced countries. It should 
also be remembered that the general level of wages in Asiatic 
countries is exceedingly low. This level can rise only as labour 

1 "For recent theoretical investigations of the problem of foreign leading 
in terms of modern income analysis, see Lloyd A. Metzleb. : tl The ^Trails* 
fer Problem Reconsidered *% in Journal of Political Economy, Vol. 80, 
3942, pp. 397 414 ; Frits? Machlup : International Trade and the National 
Income Multiplier (Philadelphia, The.Blakiston Company, 1943); and the 
review of this book by Lloyd A. Metzler in Review of Economic Statistics, 
Vol. XXVII, No. 3, Feb, 19*5, pp, 39*41; . i 
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in general becomes ihore productive, and it is difficult for wages 
in any single industry to rise much above the general level. 
Consequently, industries employing foreign capital, and attain¬ 
ing the same standards of productive efficiency as those in in¬ 
dustrially advanced countries, should be able to earn a higher 
rate of profit than similar industries in countries with high rates 
of wages. This is particularly true in countries in the barly 
stages of economic development, when there are only a few 
highly efficient industries. There is also the monetary stimulus 
to be considered. As industrialisation advances, the level of 
effective demand rises because of the increase in domestic in¬ 
vestment. This produces boom conditions in industries in 
developing countries, and the profits tend to rise. 

For all these reasons it would appear that, as far as the 
prospective rate of return is concerned, foreign investment 
should, by and large, be more attractive than home investment 
to investors in the highly industrialised countries. There is, 
however, the risk factor to be taken into account, but even 
apart from that consideration, it should be noted that while 
the underlying economic conditions point to a higher pros¬ 
pective average rate of return on investments in Asiatic coun¬ 
tries, it does not necessarily follow that the actual rate of 
return on particular investments will invariably be high. 

Whether the actual returns are high or low depends in part 
on the productive efficiency of the undertaking, in question— 
factory, mine, power station or railway—and in part on the 
co-ordination of industrial development. Industrial efficiency 
varies not only with the quantity-and quality of the capital 
equipment, but also with the organisation ^>f the industry, the 
qualities of the management, and the skills of the workers and 
technical personnel. The efficiency of any one industry, more¬ 
over, depends in considerable measure on the efficiency of allied 
industries; an outstanding example is the close technical re¬ 
lationship between manufacturing and mining, electrical power 
and transport. The rate of profit in any particular industry 
is thus affected by the * 4 external economies” in other industries. 
The degree to which productivity is effectively increased by the 
employment of foreign capital in Asiatic countries is therefore 
an important factor in attracting foreign investment to these 
countries. It may well be that owing to inadequate co-ordina¬ 
tion of industrial development or mismanagement of individual 
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undertakings, foreign investments in fact -yield lower returns 
than expected. In this event, the future flow of foreign capital 
would be reduced. 

Even if high long-term returns are expected on foreign in¬ 
vestment, it is still not at all certain that investors prefer such 
investment to employing their funds at home. For certain 
types of development, such as the building of railways or 
hydraulic power plants, the yields are very low at the beginning 
and rise only slowly. Such undertakings do not usually appeal 
to foreign investors unless they are financed by fixed-interest 
debentures contracted with or guaranteed by Governments. 
More important still, the initiative of private investors can 
hardly be relied upon to ensure a continuous and steady flow 
of foreign capital into the underdeveloped countries over a long 
period of time. The decisions of private investors as to the 
use of their funds are at all times affected'by short-term changes 
in internal economic conditions, and particularly conditions on 
the stock market. Investors are often more interested in im¬ 
mediate gains than in the long-term returns. A stock market 
boom may drain loanable funds into speculative channels and 
thus reduce thq, amounts available for productive investment 
in underdeveloped countries. 

Moreover, foreign lending, if left entirely to the initiative of 
private investors, may not be directed to the most productive 
channels, as experience has often shown. The United States 
foreign lending in the 'twenties provides an instance of the un¬ 
fortunate consequences of unguided foreign lending by private 
investors. As Professor Alvin Hansen has observed: 

The foreign loans of the ’twenties in large part reflected the specu¬ 
lative temper of the ‘twenties. The middlemen’s profits in marketing 
the bonds to unsuspecting and credulous investors were not infre¬ 
quently the primary purpose of the loans. Time and again the loans 
were made without reference to their economic validity in terms of 
the uses to which the funds were to be put. The rate of interest was 
often exorbitant and there were little or no > provisions for amortisa¬ 
tion. If the funds were not used for productive purposes the borrower 
was in no position to make good on the debt, and moreover, the > 
exorbitant interest rate invited default. 1 

It will thus be seen that in order to attract foreign capital, 
the borrowing country must do its best to raise the productive 

__ . . .. . i 

* Alvin H. Hansen : America's Bole m the World "Economy (New? 
York, W. W. Norton A Company, 1945), p. 158. 
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efficiency of the undertakings for which Such capital is sought. 
This depends partly upon the management of each individual 
undertaking concerned and partly upon the co-ordination of 
industrial activity. Moreover, in order to ensure continuity 
and stability of foreign leading and to put these resources to 
the most productive use, the traditional system of foreign lend¬ 
ing based on the initiative of private investors needs to be 
revised or supplemented. A certain amount of international 
control and management would seem necessary if foreign lend¬ 
ing is to yield the best results. 

The Bisk Factor 

Even when the prospective returns on foreign investment 
are higher than those on home investment, this may riot be 
sufficient inducement for investors to take the greater risks in¬ 
volved in foreign investment. Foreign investors in the in¬ 
dustrially advanced countries tend to consider the risks involved 
in long-term foreign investment incomparably greater than 
those of home investment. This is the main deterrent to a free 
and abundant flow of foreign capital into the underdeveloped 
countries. Hence the raising of productivity is only one of the 
conditions necessary to attract foreign capital. It is no less 
necessary to reduce the magnitude of the risk involved in the 
investment. 

There are many reasons for regarding the risks of foreign 
investment as greater than those of home investment. Investors 
who are not familiar with the social and business customs, the 
languages, the cultural traditions, and the political, economic 
and legal institutions of foreign countries naturally have a 
feeling of uncertainty about the safety of foreign investment. 
They are likely to take into account the political conditions in 
the borrowing countries and the possibilities of the development 
of an unsympathetic attitude to foreign capital and of result¬ 
ing discrimination. Another risk peculiar to foreign invest¬ 
ment, as shown by the experience of the ’thirties, is the possi¬ 
bility bf default , owing to difficulties of transfer of money from 
one country to another. 

No attempt will be made here to present a comprehensive 
survey of the measures taken in different Asiatic countries to 
encourage the inflow of capital. One such measure may, how- 
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met, be cited by way of illustration. With the object of re¬ 
moving the legal restrictions upon foreign participation in 
joint enterprises in China, the Central Executive Committee 
of the Kuomingtang Party adopted a resolution in September 
1943, which reads in part as follows: 

To show a spirit of elose co-operation with China’s friendly powers, 
all restrictions applying to Chinese-foreign joint enterprises shall be 
revised. Hereafter no fixed restriction shall be placed on the ratio of 
foreign capital investments in joint enterprises. In the organisation 
of Chinese-foreign enterprises, except for the chairman of the board 
of directors, the general manager need not necessarily be a Chinese. 
The terms and conditions with respect to joint enterprises shall be 
negotiated by the parties concerned and shall become effective upon 
the approval of the Chinese Government. 

It may be of interest in this connection to recall the views 
expressed by the Special Joint Committee on Private Foreign 
InvestmenITof the League of Nations as to the essential condi¬ 
tions necessary to attract foreign investment. The Committee 
stated in a report published in 1946 that: 

A country’s capacity to attract foreign capital in adequate quantity 
on satisfactory terms and to mept the external obligations resulting 
from capital imports, depends mainly on the following: 

(a) That natural conditions and resources offer remunerative 

possibilities for economic activity; 

(b) That political, social, economic, fiscal and administrative 

institutions and conditions permit the secure and remu¬ 
nerative conduct of business; 

{ c) That equality of opportunity and fair competition exist in 
individual and corporate business; 

(d) That economic and social progress is not obstructed by any 

form of vested interests acting from within the country or 
from abroad; 

(e) That foreign capital and skill are allowed to enter and are 

granted fair treatment; 

(/) That domestic enterprise, capital and labour are able and 
willing to co-operate with foreign enterprise and to use 
foreign capital and skill; 

(g) That the external trade of the country develops a foreign 

surplus adequate to cover dividends, interest and capital 
redemption accruing to foreign investors; 

(h) That the fiscal and monetary policy of the country is such 

that the sums accruing to foreign investors can be freely 
remitted, without being subject to any transfer, remittance 
or foreign exchange tax, and that the value of their build¬ 
ings is not exposed to depreciation; 
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1 ft) That in. general the treatment of foreigners is such as to. 
promote relations of mutual respect and understanding 1 

The Committee also observed: 

/ 

Whether private capital is or is not likely to go to any particular 
country will to a large extent depend on the conditions in which its 6 
nationals can carry on business and engage in capital venture. Busi¬ 
ness activity requires above all that the general internal conditions of* 
the country offer adequate protection to the fundamental persona) 
and property rights of the individual and regulate, without impeding, 
business in a manner that provides equality of opportunity and the 
possibility of earning a profit through private initiative. This implies 
constitutional and stable government, honest and efficient administra¬ 
tion, the rule of law, speedy justice accessible to all, and equitable* 
taxation. In addition to the responsibilities which rest with Govern¬ 
ments, it is also important that there should be responsible behaviour 
among the citizens in public and private affairs, which may be promote 
ed by general education and better living conditions. 3 

The Committee recommended that “all countries should ac¬ 
cord to foreigners equality of treatment with nationals, inr 
business and tax matters”. 

Even if all practicable steps are taken by underdeveloped 
countries to encourage the inflow of private foreign capital, 
there appears to be little prospect in the near future of such 
action alone proving sufficient to meet their needs. The gap may 
be filled in part by intergovernmental loans and in part by loans 
from the International Bank lor Keconstruction and Develop¬ 
ment. There is good reason to believe that it could be sub¬ 
stantially narrowed by providing private investors with a 
measure of insurance against the risk of loss. 

The provision of such insurance is in effect the main'function 
which the International Bank is designed to perform. As hae 
been aptly observed, what the Bank sets out to do is to pool the 
risks involved in international lending and to equalise the risk 
premium. This is to be dene by joint international guarantees 
and a 1-1 j per cent, guarantee commission or “insurance pre¬ 
mium”. The Bank thus provides a novel and promising method 
of tackling the vexing problem of the risks of foreign lending, ( 
and should this method prove successful it would remove one 

t 1 League ot Nations, Economic and Financial Organisation • Con¬ 
ditions of Private Foreign Investment Report by the Special Joint Com « 
mittee (Princeton, 1946), p. 13. 

9 Ibid., p. 14. 
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Problems op Repayment 

'* it is of the essence of a loan that it must be repaid. The 
prospective ability of a country to make repayment therefore 
nets an upper limit to the extent to which it can prudently 
Resort to borrowing for the purpose of financing economic 
development. 

" By adding to the productive capacity of a country, a develop¬ 
ment' loan, wisely utilised, creates the product out of which 
repayment can be made. In the case of an international loan, 
however, this additional product must not merely be created: 
iit must be transferred to another country. The necessity for 
this transfer raises certain special problems, the magnitude of 
which will depend in large measure on the size of the loan, its 
^duration, and the rate of interest. The larger the amount,-the 
higher the rate of interest, and the shorter the agreed period 
for repayment, the more difficult will be the transfer of the loan 
Repayments .. and the greater will be the adjustments required 
by both lender /and borrower if defaults are to be avoided. 

The Transfer ProUem 

> 'Foreign loans are sought in order to permit additional pur¬ 
chases abroad. The loan itself can be transferred only if the 
borrowing country develops an import surplus which is cover¬ 
ed by the loan. Conversely, the lending country has to develop 
an export surplus. When interest and amortisation payments 
Exceed current borrowing, the balance^of-payment surpluses 
Have to be reversed. The borrowing £and now repaying) country 
lias to earn sufficient foreign exchange to pay for interest and 
atmortisation, in addition to current imports. It can earn the 
Accessary foreign exchange only by developing an export sur¬ 
plus. The lending country, on the other hand, can expect to be : 
Repaid only if it enables the borrowing country to earn sufficient 
foreign exchange, that is, if it develops an import surplus. 1 

4 This does not mean that during the period when repayment is taking 
fftace 111 ® lending country must import more from the borrowing "country 
item it exports to that country • it is sufficient that the lending country’s 
♦wtah ihtports from all sources should exceed 1 by the necessary athount its 
. Mai exports. The necessary transfers may, and normally wifi, be “effected 
iftcongh multilateral trade. * 
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It will thus be seen that the borrowing countries must use 
their loans in such a manner as to enable them to develop an 
export surplus when the time for repayment comes, and that 
the lending countries must then be willing to adjust their 
economies to permit import surpluses. Generally, this adjust¬ 
ment will only be possible if the countries which receive pay¬ 
ments attempt to maintain high and expanding incomes so as 
to facilitate a high level of demand for goods in general, in¬ 
cluding imports, and if the world in general reverts at least in 
part to the freer trade policy which, by encouraging specialisa¬ 
tion, was so largely instrumental in the general raising of the 
standards of living of the western world in the 19th .and early 
20th centuries. 


The Use of the Loans 

The uses to which the loans are put have an important bear* 
ing on the capacity of the borrowing countries to build up the 
export surplus essential to the servicing of the loans. It is not 
neeessary that each particular loan should be used in such a 
manner a's to lead directly to increased exports. Nor does it 
follow that, if a particular investment is likely to yield a profit 
in the currency of the cou?itry in which it is to be made, suffi¬ 
cient foreign exchange will automatically be available to trans¬ 
fer that profit in the currency of the creditor nation. If there 
are no profits, the problem of transferring them does not arise. 1 
But if there are profits, the extent to which foreign exchange 
is available to the debtor country will depend largely on the 
world demand for its products.^ 

In general, therefore, the import and export potentialities of 
countries are more important than the profitability of any 
particular investment. It is essential that the loans should 
increase the export capacity of the borrowing country, though 
not necessarily, however, the export of particular types of goods 
in demand in the creditor country. Such export would ob* 

1 1W argument set out above refers to loans made to private businesses, 
j&ut the problem is hot essentially different in the case of loans to Govern¬ 
ments. .In this case, it is necessary to take into account the expected tax 
returns instead of the profitability of an investment. Even if the Govern- 
, ment is able to meet the interest charges on the loans by domestic taxation, 
* fire problem of converting the revenue into foreign currency still remains, 
and it cannot be solved merely by the ordinary calculations of sound bust 
ness. 
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viously be one possible solution of the transfer problem,, but it 
would only be acceptable to the borrowing country if the 
development of the particular industry or industries did not 
lead to an excessive dependence of the borrowing on the lending 
country. 1 

"While foreign loans should be used to raise the productive 
capacity' of borrowing countries, it is, important to note that 
almost any use, short of expenditure on luxuries, may contri¬ 
bute to this end. The term “ productive’* in this context must 
not be interpreted too rigorously. There is no sharp line 
between the productive and the unproductive use of a foreign 
loan. Expenditure on sanitation and public health facilities, 
by improving the health of the people, might raise the produc¬ 
tive capacity of a country. A foreign loan used to train 
workers, or to build up a system of vocational schools, would 
certainly raise the productive capacity of a country suffering 
from acute shortages of skilled labour. Improved facilities for 
general education might also be expected ultimately to raise 
export capacity. The use of foreign exchange for such pur¬ 
poses is therefore justified. 

Nor is it essential that the imports financed by foreign bor¬ 
rowing should consist only of goods that cannot be produced 
by the borrowing country. The purpose of a foreign loan is to 
add to the real resources of a country to enable it to consume 
and|or invest more than it could do if only domestic resources 
were available. The loans can be used to pay for food imports, 
and resources previously employed to produce food can then 
be diverted to other purposes—the construction of a road, an 
* irrigation scheme or a power station. As long as the export 
capacity 2 of the borrowing country is developed, it is of no 
particular importance whether foreign or domestic resources 
are used for this purpose. What is important is the cumulative 
effect of the use made of the loan on the future balance-of- 
payments position of the borrowing country. 3 

1 Cf. Hjbschman : National Power and the Structure of Foreign Trade 
(California University Press, 1946), for examples of ways in which the 
excessive dependence of one country on another can be, and has in fact 
been, abused for political purposes. 

'The same result is also achieved if import needs are reduced. 

'Cf. J. J, Polak : Balance of Payments Problems of Foreign Count¬ 
ries EecpUftructing with the Help of Foreign Loans ”, in Quar terly 
foufywl of JSconomice (Harvard University Press), Feb. 1943. 
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The Amount of Foreign Borrowing 

The relative levels of interest rates at home and abroad give 
mo reliable guidance as to the amounts which an underdevelop¬ 
ed country can advantageously borrow abroad. It is of course 
natural and proper that a borrowing country should seek lo 
raise its loans at the lowest available rate of interest; but direct 
comparisons between interest rates in countries in different 
stages of economic development are apt to be misleading. 

The institutional framework in which interest rates are 
determined in Asiatic countries is in fact markedly different 
from that in western Europe and North America. No doubt, 
the higher interest rates in these countries reflect a greater 
scarcity of capital. But this is not the whole explanation of the 
differential. The higher interest rates are also the result of 
the undeveloped monetary organisation, which neither stimu¬ 
lates saving nor facilitates tho productive use of existing sav¬ 
ings. By improving and developing financial institutions, these 
countries should be able to tap a considerably greater volume 
of savings than has hitherto seemed possible—savings which in 
the past have remained sterile for lack of institutions to mobi¬ 
lise them and direct them intu productive investment; and it 
may then be possible to bring about a marked reduction in 
domestic interest rates. / 

In addition to mobilising all available domestic savings, a 
country in the early stages of development may resort to credit 
expansion in order to finance development plans. The extent 
to which this will be desirable will depend mainly on the amount, 
the character, and the geographical distribution or mobility of 
the unemployed or virtually unemployed resources which are 
available for productive use. If these resources are consider¬ 
able and are suited to the needs of the proposed development, 
credit expansion should prove a convenient device for bringing 
them into use. Once high levels of employment and production 
are attained, however, further credit creation, though it might 
succeed in diverting existing resources from the production of 
consumers* goods to that of capital goods, would lead to an in¬ 
flationary rise in prices. The burden of capital formation 
would then fall largely on those classes of the population who 
•could least afford to bear it. Inasmuch as in Asiatic countries 
these classes have little or no margin over the bare essentials 
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for subsistence, any credit creation beyond what is justified by 
the existence of unemployed resources must be regarded as un¬ 
desirable. 

While foreign borrowing is essential to the success of really 
adequate development plans in Asiatic countries, the total 
amount which a country can safely borrow is, however, limited 
by the expected net improvement that the loans will bring about 
in the balance of payments available for servicing the debt; 
In order to determine how large a foreign loan could be 
supported by the amount of foreign exchange expected to be 
available, the capital value, at the expected rates of interest,, 
of the expected improvement in the balance of payments should 
b* reckoned, due allowance being made for amortisation. Be¬ 
cause of the many uncertain factors involved in any estimate* 
of the future balance of payments, such estimates would, of 
course, need to be used with the greatest caution. Where the 
loans are made to, or are guaranteed by, Governments, the ability 
of those Governments to raise revenue must also be taken into 
account. 

While it is to be hoped that, as the world recovers from the 
effects of the war, the supply of capital available for interna¬ 
tional lending will steadily increase, it seems probable that dur¬ 
ing the years immediately ahead the amounts available will fall 
far short of the amount that countries in process of reconstruc¬ 
tion or development may wish to borrow. The traditional 
reaction in such circumstances would be to raise interest rates 
to the level required to discourage a sufficient proportion of 
borrowers. Many of the loans which will be made in the future 
are, however, likely to be made through intergovernmental, 
governmental or semi-governmental agencies, or with the 
guarantee of such agencies. Some variations in interest rates 
may -be expected to continue, but it would seem clearly undesir¬ 
able that the allocation of the limited sums available among the 
various potential borrowers should be determined solely or 
even mainly by the level of interest rates. High interest rate* 
have, often been a discouragement to conservative borrowers,, 
but they have seldom daunted those reckless borrower* who re-, 
main unaffected by the prospects of bankruptcy. As the sire 
of the loans to be made seems likely to be determined by semi- 
political decisions reached by agreement between the supplier* 
1 1 capital and: the borrp^rs, there would ovid^y to iistonto 
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ages in working out some kind of international priority list of 
development and reconstruction plans. It is of interest to note 
in this connection that one of the declared objectives, of the 
International Bank for Reconstruction and Development is “to 
arrange the loans made or guaranteed by it in relation to inter r 
national loans through other channels so that the more useful 
and urgent projects, largo and small alike, will be dealt with* 
first”. 1 


Commercial Policy 

It is often assumed that protective tariffs or subsidies for new 
industries will be needed on an extensive scale if underdevelop* 
ed countries are to be industrialised quickly, or indeed, if they 
are ever to attain a reasonable standard of living afr all. This as-*' 
sumption, though at first sight plausible, overlooks many of the 
realities of the situation. 

It overlooks the fact that many industries are by their 
nature sheltered against foreign competition. For many pro¬ 
ducts, particularly those of small value and large bulk, trans¬ 
port costs constitute an effective protection. Most building 
materials are in this class. A number of other industries must 
depend on local markets: fresh foods and newspapers are* 
obvious examples. Again, virtually the whole range of tertiary 
industries, such as commerce and transport, personal and 
domestic services, public administration and professional ser¬ 
vices, are essentially dependent on domestic markets. A great 
part of the production required in connection with plans for 
industrialisation and modernisation is therefore completely 
sheltered from foreign competition. 

Such competition may, however, be a problem for several 
Other industries, and the case for tariff or other protection will 
then be put forward on a variety of grounds. The infant in* 
dustry argument is likely to be most popular—the argument 
that new industries need protection in the early stages of their 
development to prevent their being forced out of existence by 
oypr^a 8 competition, ‘ But the only justification. for according 
protection on this ground is that the industries will in fact get 
themselves established at a competitive level of efficiency withir* 

_i——:_______ 

« * Articles of Agreement of the International Bank foe Bsooatftrtrtttefltf 
and Development, Article I, paragraph (iv). > 
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a period of time that is reasonable in relation to the CQst of the 
protection—and that the protection will then be withdrawn. 
To the extent that the fulfilment of these conditions can reason¬ 
ably be assumed, the protection of infant industries may legiti¬ 
mately be undertaken. As the Preparatory Committee of the 
United Nations Conference on Trade and Employment has 
observed: , 

As a general rule newly established industries depend, initially at 
least, upon domestic markets for the sale of their products. The Pre¬ 
paratory Committee is of the opinion, therefore, that, where neces¬ 
sary, members desiring to promote industrial development should have 
or should be afforded reasonable freedom to employ protective measures 
so that an adequate portion of their local markets may be assured to 
the commodities concerned. However, since an unwise use of protec- 
' tive measures by any country for the purpose of promoting industrial 
development places an undue burden on the economy of that country 
and imposes unwarranted restrictions on international trade, it is 
desirable that countries promoting development should not make im¬ 
moderate use of such protective measures . 1 

Another ground on which protection is often sought is the 
desire of a country for greater diversification of its industries 
as a means of attaining greater stability of income and produc¬ 
tion and in order to provide a wider range of employment 
opportunities to the workers. This argument is on a par with 
the argument that certain industries should be protected be¬ 
cause they are essential for defence and the maintenance of 
national independence. * These arguments frankly concede that 
protection in these instances involves a permanent cost to the 
community, but contend that this cost should be borne in order 
to obtain the resulting advantages. 

Finally, if development plaus are likely to cause substantial 
unemployment, as, for example, by the displacement of handi¬ 
craft workers, protection will probably be urged on another 
ground—that it is necessary in order to give employment at 
home. Again it will be conceded that a cost is involved to the 
community, but it will be argued that the alternative cost of 
unemployment would be greater. Protection in this case is 
essentially a ''beggar-tay-neighbour” policy, a policy of export¬ 
ing unemployment’; and other countries may be expected to 

'Report, of the First Session of the Preparatory Committee of the 
United Nations Conference on Tradd and Employment (London. Oct. 1946), 
Chapter II, .section H, p. $. 
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retaliate. The interests of all concerned would be better serv¬ 
ed by specific measures—such as the retraining of displaced 
workers for new types of employment, or the provision of 
assistance towards the establishment of new industries, design¬ 
ed to provide' constructive solutions to the special problems of 
an economy in process of development. 

As a general rule, it must be presumed that any interference 
with international specialisation and division of labour will 
interfere with the raising of living standards. It must be 
clearly demonstrated that a particular import restriction will 
fit into the general plan for the development of a country be¬ 
fore the desirability of imposing the restriction can be con¬ 
ceded. If goods can be imported more cheaply than they can 
be produced at home, there is a strong case for importing 
them. 

There is a special reason why this general presumption should 
apply 'with particular force to Asiatic countries. Such capital 
goods SIT they import—machines, machine tools, and so forth— 
will come mainly from the more highly industrialised countries. 
To impose tariffs on these goods and thereby raise their cost 
would obviously handicap the process of development. Raw 
materials must also be imported as cheaply as possible if in¬ 
dustry is to expand. If a tariff is to be applied, therefore, it 
mush operate mainly against the imports of consumers 7 goods. 
But in the case of consumers 7 goods, the imports of Asiatic 
countries will be drawn in large measure from one another. 
The types of goods favoured by the bulk of consumers in these 
-countries will generally differ, because of lower levels of income 
•and differences in tastes, from those produced for .consumers 
in the economically more developed countries; and many of the 
former types are likely to be of the kind which can be produ¬ 
ced efficiently by Asiatic labour. Because of the low cost of this 
labour and because of the advantages of producing for local 
markets, Asiatic countries are likely to enjoy a comparative 
^advantage in the production of a large proportion of the con¬ 
sumers’ goods demanded by the local population. Before the 
war, Very nearly half the total trade of Asia (excluding * the 
TJ.S.S.R.) was intra-regional. The proportion of such intra- 
tegional trade in consumers’ goods alone must have been even 
■higher; and there is every reason to expect that it will remain 
high. Import restrictions in any Asiatic country are therefore 
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lively to operate mostly against other Asiatic countries. It is- 
obvious that, where all the countries of a region are faced with 
very similar problems, the welfare of each is intimately con¬ 
nected with that of the region as a whole. No country cau 
reasonably hope to gain if the whole region does not do so. 
Protection in any one qountry is likely to hurt the other 
countries of the same region, and protection throughout the 
region is aljnost certain to hurt everyone concerned to the ex¬ 
tent to which it is effective. It would therefore be to the advant¬ 
age of all the Asiatic countries in the Far Eastern region if 
each could encourage the freest possible development of trade. 

In those cases in which, after due consideration is given to 
both costs and benefits, a measure of protection is reckoned to 
be worth while, it need not, of course, take the form of a tariff 
on imports. A system of subsidies for domestic production may 
often be found preferable. The cost of a subsidy, unlike that 
of a tariff, can be calculated with certainty and will generally 
be a matter of public knowledge—a not inconsiderable^fcdvant- 
age when it is remembered that., whatever form protection may 
take, it is the public which must bear the cost. Since the public 
knows the cost of a subsidy and must meet that cost through 
taxes, it is likely to insist on such adjustments of the amount 
as may be appropriate once the industry in question has reach^ 
ed the stage at which it can meet foreign competition, or has 
demonstrated its inability to do so. Moreover, the cost of a 
subsidy can be allocated by legislation according to the ability 
of various sections of the community to pay. Finally, the scope 
of a subsidy can be limited with much greater precision and 
certainty than that of a tariff to the particular industry which 
it is designed to protect. On the other hand, it should bo 
remembered that subsidies are more difficult to administer than 
tariffs. For the provision of subsidies, a Government needs full* 
and accurate statistics regarding the industry concerned, parti¬ 
cularly on the cost differentials of various individual undertak¬ 
ings, as well as an elaborate and efficient administrative 
machinery toearry^put its policy. JThe form of selective j>ro^ 
tection is therefore likely tp yery from one* country to enothejy 
depending on the existing conditions. i 

j The problem of protection, however, is not solely, and pegrhftp* 
not even mainly, a problem of tariffs or .subsidies. Countries 
engaged m liWy to ftsft 
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that their demand for foreign exchange exceeds the supply, and 
will thus be obliged to adopt quantitative restrictions on im¬ 
ports. Such restrictions afford a degree of protection to local 
industries against foreign competition which is far more effec¬ 
tive than any normal tariff*. 

The extent to which a country’s demand for foreign exchange 
will exceed the supply depends on a number of factors, th$ 
most important of which arc the scope of its development plans, 
the volume of its exports, and the amounts of foreign loans* 
available. The more restricted the plan for development, the 
less will be the demand for foreign exchange; and the greater 
the volume of exports and the loans raised abroad, the greater 
will be the supply. As the supply of foreign exchange will al¬ 
most certainly be smaller than the demand, the borrowing 
country must make sure that this supply is not dissipated ill 
the purchase of non-essential goods. Development will raise 
the level of money incomes within the country; and this ip 
bound to increase the demand for foreign goods in general, 
luxuries as well as essentials, quite apart from the specific de¬ 
mand for capital goods for development purposes. As the Pre¬ 
paratory Commission of the United Nations Conference on Trade 
and Employment has observed: “A country embarking on & 
programme of development involving substantial imports of 
capital goods may be faced with the possibility of balance-of- 
payments difficulties.” In the Commission’s view, 

..if at any time a country anticipates that such difficulties are im¬ 
minent, it should be permitted to impose qualitative regulation of it* 
Imports so that the approprial-e balance may be kept between its im¬ 
ports ^)f capital and consumer goods. Naturally such a regulation of 
imports will only remain necessary while the prospect of balance-of- 
payments difficulties remains...' 

It was thought that countries should undertake to observe certain 
principles in the use of such import restrictions, and that, since thA 
fundamental objective was to safeguard a country’s external financial 
position, these principles should be based upon movements in the 
country’s monetary reserves. Import restriction, it was suggested* 
should'only be newly imposed or intensified in so far .as was necessary 
to stop or,to forestall the imminent threat of a serious decline in mone¬ 
tary reserves or, .in the case of a Member with very low monetarist 
reserves, to achieve a reasonable rate of increase in its reserves., 
was generally agreed that a Member imposing restrictions on balance* 
of-payments grounds should be permitted to select imports for 
teiction in ^such a way as to promote its domestic e^teyxnei^^ ^er 
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construction! development or social policies! in accordance with its 
' own judgment as to th« espcutialitv of the products concerned. 

The difficulties connected with the question of the balance of 
payments do not, however, end with the restriction of imports. 
Such foreign exchange as is available will presumably be alio* 
cated primarily for the purchase of capital goods, essential 
consumers’ goods, and urgently needed technical assistance. 
The import of many types of consumers’ goods will have to be 
restricted. Domestic industries producing such goods will 
consequently be protected against foreign competition and will 
tend to expand. 

Two dangers are inherent in this situation. The first is that 
domestic resources which might have been used for development 
may be drawn into the production of luxuries which can no 
longer be imported. Such a diversion of resources would con¬ 
stitute just as serious a handicap to the progress of develop¬ 
ment as would the use of scarce foreign exchange for the pur¬ 
chase of non-essentials. The second danger is that even in in¬ 
dustries producing essential goods there may be a waste of 
resources, due to the protection afforded to inefficiency by the 
restrictions on imports. Any regulation of imports will there¬ 
fore necessitate concerted efforts to improve industrial efficiency 
and the productivity of labour. There are a number of possible 
approaches to this problem which might usefully be -considered. 
One is the appointment of “working parties”, as in the United 
Kingdom, to investigate conditions in particular industries with 
a view to making specific proposals for improving their effi¬ 
ciency. Another is the adjustment of taxes and subsidies in 
such a way as to stimulate technological progress. Still another 
Is the establishment of vocational schools and the provision of 
-Opportunities for technical personnel to study abroad. In 
-certain cases the erection of pilot plants or the establishment of 
model factories may speed up the improvement of efficiency. 
In respect of a wide range of problems, Governments may thern- 
•selves be able either to provide technical assistance and advice 
or to obtain it through tha* United Nations and such specialised 
Agencies as the International Bank for Reconstruction and 
Development, the Food and Agriculture Organisation, and the 
International Labour Organisation. 

At all times it will be to the advantage of every country en¬ 
gaged in intensive economic development, as well as of the rest 
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of the world, to maintain trade at the highest possible level* 
Such restrictions as may prove unavoidable will do least harm 
if they are devised to interfere as little as possible with that 
international division of labour which the diversity of national 
resources and climate would render most productive. The 
gains from economic development could easily be dissipated if 
every country attempted to be self-sufficient in every line of 
production. If these gains are to be reaped to the maximum 
extent, the countries concerned need to take account, in plan¬ 
ning their development, of the resources and plans of their 
neighbours, so as to avoid wasteful duplication and promote 
complementary development. Here is an opportunity for in¬ 
ternational consultation and co-operation of a most fruitful 
kind; and the necessary machinery for it is available in the 
various organs of the United Nations: the Economic and Social 
Council, the specialised agencies, and the proposed Inter¬ 
national Trade Organisation. 



CHAPTER IX 


SUMMARY AND CONCLUSIONS 


- Poverty is a common characteristic of Asiatic countries. 
'The wealth of a country is determined by its productivity, 
which in turn depends on the extent of its land and material re¬ 
sources, its capital equipment, its population and the skill and 
<?1her qualities of the people, their social attitudes and system 
•of values, and the existing organisation and technique of pro¬ 
duction. Deficiencies in one or more of these factors will not 
•of themselves make a country poor, for productivity and 
standards of living can be raised, within limits, by improve¬ 
ments in other factors. 

In many of the Asiatic countries of the Far Eastern region, 
population is large in relation to natural resources. Similar 
•conditions, have not, however, prevented such countries as 
Switzerland from attaining a high standard of living. The 
ultimate cause of a country's poverty lies in the failure to ap¬ 
ply increasingly efficient techniques of production to the avail¬ 
able resources. Adequate quantities of food and raw materials 
could be produced by fewer men if more efficient methods of 
production in agriculture and other primary industries were 
adopted. The development of efficient secondary and tertiary 
industries would offer productive employment to men so releas¬ 
ed from rural occupations and would substantially reduce the. 
pressure on the land. As has been pointed out previously, at 
present such pressure is excessive throughout South and East • 
Asia, where 70 to 80 per cent, of the population depends on 
agriculture. 

Capital equipment is scarce in all Asiatic countries of the 
Far Eastern region, but this alone should be no deterrent to a 
revolution in methods of production by industrialisation and 
the improvement of agricultural productivity. Capital can be 
formed with domestic resources, as was done in' Europe during 
the industrial revolution. Despite current low standards of 
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living and the difficulty of moving resources out of eonsuihew' 
goods industries into capital goods industries without further 
depressing those standards, Asiatic countries have resources, 
•at present engaged in agriculture and in personal services or 
unemployed, which can be diverted to capital construction with¬ 
out seriously affecting the output of consumption goods. Re¬ 
latively simple improvements in agricultural technique, parti¬ 
cularly those in the organisation of production which require 
only a minimum of capital equipment, should result in the re¬ 
lease of many workers from agriculture. A change in con¬ 
sumers’ preferences leading to a demand for more goods and 
assets and fewer personal services—a change which usually 
accompanies a widespread demand for industrialisation—would 
also release a substantial number of workers from their present 
Occupations. As larger supplies of capital equipment produced 
locally become available, still more workers could be released 
from tlieir present occupations and employed in capital goods 
industries and in secondary and tertiary consumers’ goods in¬ 
dustries. 

Foreign borrowing would make for more rapid capital forma¬ 
tion than would be possible by relying exclusively on domestic 
resources. The amount that can be borrowed from abroad, 
although inevitably small in relation to the total needs of 
development in Asiatic countries, could be of substantial as¬ 
sistance in facilitating industrial development by producing, or 
increasing the supply of, indispensable goods or equipment. 

A shortage of the necessary supplies of skilled labour and of 
managerial and directional staffs is likely to limit development 
far more severely than the scarcity of resources for the produc¬ 
tion of capital goods. Here again the services of skilled techni¬ 
cians and managers from abroad would be of great assistance. 
For the most part, however, development depends on the ability 
and willingness of the peoples of Asiatic countries to acquire 
the necessary skills and qualifications themselves. 

The outstanding obstacle to the success of a programme aimed 
fct increasing standards of living in Asiatic countries is the pro¬ 
bability that while productivity would increase only slowly, 
•population'would increase so rapidly as to prevent any improve¬ 
ment in average standards of living. One of the first effects of im¬ 
proved industrial organisation and of the better nutrition, 
housing, Nothing, and public health Services that it*'would bring 
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would be a reduction in death rates. This would involve fr 
substantial increase in rates of population growth, which could 
be checked only by the slower acting forces tending to reduce 
-birth rates, such as urbanisation and the emancipation of 
women. As compared with Europe at the start of the industrial 
revolution, the Asiatic countries are at a disadvantage in regard 
to rapid economic development, because of the much higher 
density of their population and the possibility that the forces* 
which have tended to reduce the growth of population elsewhere 
will take longer to make themselves felt. 

In order to catch up with and outstrip the increase in popu¬ 
lation and to accelerate the working of forces tending to reduce 
the rate of its growth, economic development in Asiatic count-, 
ries would have to be as rapid and as extensive as .possible. 
These countries have, however, the advantage that they can 
draw upon the experience, skills and techniques of the indus¬ 
trially more advanced countries and can import a part of the- 
capital required. Besides relying on private initiative, they 
could also resort to the planning and co-ordination of produc¬ 
tion by the public authorities. 

The rate at which industrialisation can proceed depends, 
however, in the end on the peoples of Asia. It is not purely a 
question of skill, literacy, health, economic and social institu¬ 
tions, and so forth. These can be developed—and quickly— 
on one condition, that the attitude of the people is sympathetic 
to such development. This issue of social and cultural attitudes 
is fundamental to the question of the rate at which it will be 
possible to raise living standards. These attitudes will deter¬ 
mine ultimately the rate at which production increases and the 
rate at which population increases. 

Almost as important as the social and cultural attitudes of 
the people is the question of mobility, which depends in part on 
such attitudes. Workers must be prepared to move from place 
to place and from job to job in search of the most productive 
employment. To increase the mobility of resouroes, appropriate 
institutions need to be established. Facilities must be made 
available for training workers. Railways and other communi¬ 
cations must be developed to permit the movement of workers, 
of raw materials, and of finished products. An improved bank¬ 
ing and credit system is necessary to canalise savings and for 
financial development generally* 



■* CONCLUSIONS 209 

No matter to what extent industries are developed, Asiatic 
countries will continue to be chiefly agricultural. The improve¬ 
ment of agricultural methods must therefore have a high prio¬ 
rity in their development plans. The following suggestions may 
be made in this connection: 

(а) Settlement of cultivable but as yet uncultivated land. 
All the countries concerned possess such land to a varying ex¬ 
tent. 

(б) Enlargement of the size of farms. This could be done 
by consolidation or by organisation on co-operative lines. 

( c ) Introduction of better farming methods, better seeds, 
fertilisers, irrigation, pest control, machinery, etc. 

( d ) Reorganisation of agricultural economic institutions, 
with special attention being given to the problems of rural in¬ 
debtedness, agricultural credit, and farm tenancy. 

The main issues in connection with industrialisation regard¬ 
ing which it would be necessary to reach definite conclusions 
are the following: 

(a) How far should industrialisation be carried? 

( b ) What kind of industries are wanted? 

(c) In what order should industries be established if they 
cannot be established simultaneously? 

(d) Where should the industries be located? 

(e) How fast should industrialisation proceed ? 

(/) How should the plan for industrialisation be controlled? 

In order to raise the standard of living in Asiatic countries 
as rapidly as possible, a high priority should, it is suggested, 
be given to the following types of industries: 

(a) Those capital goods industries which will raise agricul¬ 
tural efficiency most rapidly: fertilisers, agricultural imple¬ 
ments, certain construction materials; 

(b) At least the essential minimum network of communica¬ 
tions and power facilities; 

(c) Export industries to pay for special imports, such as of 
certain machine tools, which the countries of South ahd East 
Asia either cannot produce or can only produce at too high a 
cost; 

(d) Small-scale industries, particularly in rural communi¬ 
ties. 
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The extent and rate of industrial development would depend 
on the resources which could be spared from industries produc¬ 
ing consumers’ goods and on foreign borrowing. In particular, 
the output of consumers’ goods industries should at first be 
kept relatively low in order to permit as rapid a development 
of capital formation as possible. However, the output of con¬ 
sumers’ goods industries should expand fairly quickly with the 
development of new industries. Consumers’ goods industries 
could also be expanded with resources which are not suitable 
for the development plans. In any case, the alternatives would 
not be exclusive; some consumers’ goods industries, like textiles, 
are also export industries. Even if the greater part of the 
available supply of skilled labour were allocated to industrial 
development, there would still be sufficient supplies of less skill¬ 
ed types of labour to increase production for the domestic 
market. Of course, considerable variations between different 
countries must be expected, determined by their respective re¬ 
sources, climatic conditions, and the extent of industrial deve¬ 
lopment. Any scheme for improving the productivity of the 
population in any country would need to make provision for 
urgently needed facilities for health and education. 

In the countries of South and East Asia, much of the capital 
equipment needed for industrial development consists of build¬ 
ings, roads, etc., in the construction of which much more labour 
is required than of the other factors of production, so that use 
could be made of the'abundant manpower at present jmecono- 
mically employed in agriculture and services. The use of 
methods involving a relatively large volume of employment, even 
if these methods are technically not the most up-to-date, would 
be the most economical. 

Nevertheless, the importance of foreign borrowing should by 
no means be overlooked. It enables a country to make use of 
foreign resources, and to attain a higher standard of living and 
mqke more rapid progress in capital formation than would 
otherwise be possible. It is therefore to be hoped that substanr 
tial amounts of foreign capital will be available to Asiatic 
countries for development purposes; and it is in their interest 
to eb-operate in the adoption of measures designed to encourage 
the inflow and ensure the most effective use of such capital. 

Foreign borrowing raises a number of financial problems. 
Loans, unlike gifts, must be repaid. It would ultimately to 



imwxsmam 


m 

necessary for the repaying country to develop an export sur¬ 
plus and for the, receiving country to develop an import surplus 
to the extent of the transfer. There would be no need for these 
surpluses in the trade between the two particular eountries 
concerned, but they must appear in the over-all balances on 
current account. > The development of these surpluses in the 
right places would be facilitated if the receiving countries could 
attain and maintain high levels of employment and income. 

The loans should be used in such a way that the export capa¬ 
city of the borrowing country is enhanced. It would not be 
necessary to require them to be used to develop specific export 
industries. It would be important, however, to make some esti¬ 
mate of the volume of the foreign exchange that the borrowing 
countries could set apart for the service of the foreign debt. 
This estimate would determine the international lending and 
borrowing programme which could safely be undertaken. It 
is probable that the loans would, on the whole, be used mainly 
to finance imports of capital goods and of urgently needed 
technical assistance, and in part to finance imports of the most 
essential consumers’ goods. 

The problems of commercial policy, and of tariff protection 
in particular, are closely linked with the problems of foreign 
borrowing. Protection against imports of most capital goods 
or of raw materials would slow down rather than assist the 
process of industrialisation. Intra-regional trade in consu¬ 
mers’ goods plays a large role in the foreign trade of Asiatie 
countries, and the protection of consumers’ goods industries 
in any one of them would therefore in many cases work to the 
detriment of the others. In general, measures for protection 
should be carefully fitted into any national development scheme, 
and should be limited specifically to lines of production in which 
there is a good prospect of achieving in a reasonable time a level 
of output and a degree of efficiency which would enable protec¬ 
tion to be dispensed with. M 

Flans for development would, however, raise balauce-of- 
payments difficulties, which might be most 'effectively handled 
by import controls. Such import controls have definite pro¬ 
tectionist effects which are apt to interfere with the speedy 
development of the countries concerned. It is important, 
therefore, that the general criterion for the imposition df 
import restrictions should be the state of international monet- 
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ary reserves ; and that the criterion for any specific restrictions 
should be the need for the imports in question in relation to 
the development plan. Countries which need to safeguard the 
balance of payments would have to present inefficient industries 
from growing up behind the protection of the import restric¬ 
tions, because otherwise development would be hampered as 
effectively as if the available foreign exchange had been 
squandered. Taxation would be one way of offsetting such 
protection. Safeguards against the effects of protection could 
be provided even in the absence of machinery for the centralis¬ 
ed planning of industrial development. Finally, the importance 
of co-ordinating the development planning in the different 
countries of the region should be emphasised. No measure 
could benefit a country which would hurt its neighbours. The 
best kind of planning, it has been said, is that in which free 
trade is taken as a model. 

There are at present several international organisations 
which can assist in providing the personnel and capital requir¬ 
ed to enable the Asiatic countries of the Far Eastern region to 
increase their welfare to the benefit of themselves and the world. 
These organisations include the International Bank for Recon¬ 
struction and Development, which may provide some of the ur¬ 
gently needed capital at reasonable rates of interest; the Inter¬ 
national Monetary Fund, designed to create a working system 
of international payments; the various other specialised agencies 
of the United Nations, such as the Food and Agriculture Orga- 
nisatfbn, the World Health Organisation, and the International 
Labour Organisation, which can provide specialised technical 
assistance; and the various organs of the United Nations Eco¬ 
nomic and Social Council which are concerned with economic 
development, including in particular, the recently established 
Economic Commission for Asia and the Far East. 

This Commission is to initiate and participate in measures 
for facilitating concerted action for economic reconstruction 
and the raising of the level of economic activity in Asia and the 
Far East, and for maintaining and strengthening the economic 
relations of these areas both among themselves and with other 
countries of the world; to make or sponsor such investigations 
and studies of economic and technological problems and de¬ 
velopments within territories of Asia and the Far East Us the 
Commission deems appropriate; and to undertake or sponsor 
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the collection, evaluation, and dissemination of such economic, 
technological, and statistical information as the Commission 
deems appropriate. 

It may be added that the Asian Relations Conference, which 
was convened by the Indian Council of World Affairs and met 
in New Delhi in March-April 1947, adopted a report on the 
transition from a colonial to a national economy. The 
characteristics of a colonial economy, as stated in the report, 
are as follows : 

(1) Lack of balance in economic development, shown chiefly 
by a preponderance of primary production; 

(2) Existence of plantations owned or controlled largely by 
outsiders or foreigners; 

(3) Exploitation of mineral resources largely by outside or 
foreign undertakings, without being used as a basis of indus¬ 
trial development; 

(4) Export trade chiefly in a small number of primary 
products; 

(5) A favourable visible balance of trade, mainly as a result 
of the investment of outside or foreign capital and of depend¬ 
ence on outside or foreign banking, shipping, insurance, etc.; 

(6) Survival of artisan and handicraft industries op, a 
large scale in a stagnant condition; 

(7) Restriction of manufacturing industry to limited 
sectors of the local economy and its control in large measure 
by outsiders or foreigners; 

(8) General lack of integration in economic development, 
as reflected in the stratification of economic activities apd, in 
many instances, in the existence of plural societies. 

It was agreed that the aim in each country should be the 
attainment of a balanced economy, and the report urged the 
importance of national policies being guided by broad-based 
social objectives, largely concerned with the raising of the 
general standard of living. The policies to be pursued in the 
different countries for the attainment of these objectives, as 
specified in the report, are as follows: 

(1) Diversification and modernisation of agricultural 
production; 

(2) Improvement in the technique and organisation of 
handicraft industries; 
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(8) Development of co-operative organisations, especially 
ha relation to agriculture, small-scale industry, and internal 
trade; 

(4) Development of manufacturing industry with special 
reference to internal resources and possibilities; 

(5) Development of indigenous credit organisations serving 
the needs of commerce, industry, and agriculture, and develop¬ 
ment of indigenous insurance, shipping, and foreign trade 
organisations ; 

(G) Promotion of social security by such measures as the 
stabilisation of prices, minimum wage legislation, the establish¬ 
ment and extension of State social services, and social insurance. 

Among the difficulties that might be encountered in imple¬ 
menting this programme, the report mentioned an increase in 
small subsistence farming and a reduction in the surplus of 
commercial crops for export or industrial use, as a result of 
the breaking up of large landed estates and plantations; the 
addition to the burden on the consumer from State action to 
promote manufacturing industry; the concentration of eco¬ 
nomic power in the hands of small groups; the scarcity of 
resources for large-scale development plans and shortage of 
technical personnel; the conflicting claims of industrial develop¬ 
ment and the immediate improvement of the standard of liv¬ 
ing of the people; the incompatibility of some of the measures 
which might be considered necessary for development with the 
obligations arising out of membership of various international 
bodies; and the demands of national security. 

In conclusion, the report recommended concerted and co¬ 
operative action between various national or territorial units 
to overcome some of the difficulties common to all Asiatic 
countries. 

It must not, however, be forgotten that no measures, national 
or international, will have any permanent effect unless the 
population problem is successfully tackled. This can be done 
only by the peoples themselves. This summary returns, there¬ 
fore, to its starting point. The modernisation of the countries 
of South and East Asia is the prerequisite for the improvement 
in their standards of living. A rapid and considerable growth 
in population is indeed unavoidable. It has been suggested 
that : 
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! Such an epoch of growth could be terminated in two ways. If the 
essentials of the existing agrarian society are maintained, there is 
every prospect that growth will continue until the potentialities for 
increased production are exhausted. Then it will be checked by re¬ 
peated catastrophes and generally increased mortality. In this case, 
however, large and poverty-stricken populations would be left with 
the potentiality for a new cycle of growth any time circumstances 
permitted. 

If, on the other hand, a period of peace, order and rapidly rising 
production were to be accompanied by a thorough and balanced 
modernisation, we would expect the same or even faster immediate 
growth but a different termination. If such developments brought 
urbanisation, industrialisation, rising levels of Jiving, popular educa¬ 
tion and popular participation in political life, the same forces that 
eventually induced a declining fertility in the West would probably 
come into play. The population would then undergo transitional 
growth, perhaps tripling in the process. If events marched swiftly 
and studied efforts were made to induce declining fertility, perhaps 
only a doubling of present population would be involved. 

In sober fact, each of these alternatives probably will exist in one 
place or another. Chaotic political and economic conditions probably 
will check growth in some areas for a considerable time. In other 
areas, rapid growth will probably be terminated by a series of cata¬ 
strophes, while. fertility remains unchecked. In some instances— 
many, one hopes—wise and vigorous leadership may bring growth 
to an end through the reduction of fertility. To be achieved, this 
Ja&t alternative will require a tremendous increase in production, an 
increase that, in spite of rapid growth, can bring rising levels of 
living and new vistas of health and individual welfare to the world’s 
most poverty-stricken peoples . 1 

The sucess of such a programme for raising living standards 
in South and East Asia would deplend on the manner in which 
the development plans were carried out. Economic develop¬ 
ment in all its aspects is generally accepted as the means of 
raising the living standards of the people of the countries con¬ 
cerned. However, as the experience of the Chinese and Indian 
traditional industries shows, the mere substitution of more effi¬ 
cient for less efficient methods of production is not enough. 
Labour might become even more redundant than before. If 
consumers 1 demand increased only very slightly, there would 
be a widespread increase in unemployment with no rise in 
average Jiving standards. There might be a rise in the real 
income pf those actually employed, but the pressure of the un- 


J Frank W. Notestein : •• Population—The Long View”, in Fcod for the World , 
waited by Theodore W. Schulte (Chicago, University of Chicago Press, 1946), p. 62. 
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employed combined with the lack of any effective organisation 
might muJlify even this rise. If, on the other hand, full and 
efficient use were made of the resources released from existing 
production as a result of more efficient methods of production, 
there would be a substantial increase in average living stand- 
ards, with the abolition of unemployment, whether disguised 
or apparent, and with all workers engaged in occupations in 
which they could be most productive. Rapid and extensive in¬ 
dustrialisation is a prerequisite of a successful all-round increase 
in real wages; and rapidity and extensiveness are as impor¬ 
tant as the industrialisation itself. 

The history of the process of industrialisation in most areas 
provides a vivid illustration of this necessity. Large-scale 
industrialisation has the immediate effect of throwing out of 
employment large numbers of workers who were previously 
employed under less efficient conditions of production, as for 
example, in handicraft industries. The extent of such dis¬ 
placement may be reduced by the introduction into small-scale 
industries of the simpler forms of power-driven tools and 
other techniques designed to raise efficiency and reduce costs; 
but the displacement of labour is nonetheless bound to be 
considerable. The speed with which these workers can be 
re-empJoyed in new industries depends on the enterprise and 
efficiency of the financial and industrial organisation which 
forms the basis of the economy in question. If there are 
enough investment opportunities to absorb the growing savings 
of the increasingly wealthy community; if there is enough con¬ 
fidence to induce a sufficient number of investors and entre¬ 
preneurs to take advantage of these opportunities; if these 
entrepreneurs can be supplied with necessary working capital; 
if workers and other resources of production are sufficiently 
adaptable and mobile to meet the needs of the new types of 
production: then industrialisation and the raising of living 
standards will make rapid progress with but little unemploy¬ 
ment. Because of deficiencies in most of these directions, in¬ 
dustrialisation, though bringing about increases in living 
standards in the end, was in the past accompanied by great 
temporary hardships and disorganisation. The case of the 
handloom weavers in England in the 1840’s is well-known. An 
illustration of the magnitude of the problem fn the East is pro¬ 
vided by the Indian cotton weaving industry, where the value 
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of output per worker engaged in large-scale modem mills i ft 
estimated to be 14 times as large as that of an average hand* 
weaver. During the 30 years from 1901 to 1931— a period in 
which there was a great increase in output—the number of 
workers employed in modern cotton spinning and weaving mills 
rose from 172,900 to 395,500, while the number of persons en¬ 
gaged in the handloom industry fell from 3.3 million to 2.1 
million. By 1938-39, the handloom industry, though it still 
employed 85 per cent, of the total number of workers engaged 
in the manufacture of cotton textiles, accounted for only 30 
per cent, of India’s total production of cotton cloth. 

Here, then, is a typical situation. Simultaneously with an 
enormous increase in output, industrialisation in this case 
released nearly one million workers. If all that could be done 
with such displaced workers were to be to leave them unemploy¬ 
ed, then there would indeed be a problem of surplus population 
in Asiatic countries. If, however, they could be used to build 
the roads, railways, irrigation systems, factories, machinery, 
and so on that are vital to. the further progress of industrialis¬ 
ation, the living standards in these countries could be pro¬ 
gressively raised. ' 

If this objective is to be achieved, it is essential that the 
Governments of the countries concerned should maintain a 
continuous and close review of the progress of economic deve¬ 
lopment. They alone, with the consistent support of the 
people for the far-reaching social changes involved, can formu¬ 
late the plans for economic development and adapt them from 
time to time in such a way as to minimise the incidence of 
unemployment and ensure a steady rise in living standards. 
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